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LOW-INCOME  HOUSING  PRESERVATION 
REFORM 


TUESDAY,  OCTOBER  17,  1995 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Subcommittee  on  Housing  Opportunity  and 
Community  Development, 

Washington,  DC. 

The  Subcommittee  met  at  10:00  a.m.,  in  room  SD-538  of  the 
Dirksen  Senate  Office  Building,  Senator  Connie  Mack  (Chairman 
of  the  Subcommittee)  presiding. 

OPENING  STATEMENT  OF  SENATOR  CONNIE  MACK 

Senator  Mack.  We  will  call  the  hearing  to  order. 

In  a  sense,  we  will  have  two  panels  this  morning.  In  a  moment, 
after  my  opening  statement,  Mr.  Retsinas,  I  will  give  you  an  oppor- 
tunity to  make  your  statement.  I  suspect  that  what  we  will  prob- 
ably do  then  is  bring  up  the  other  panel  members — I  might  have 
a  question  or  two  for  you. 

Mr.  Retsinas.  That's  fine. 

Senator  Mack.  But  we  have  a  lot  of  territory  to  cover  this  morn- 
ing, as  you  know.  We  will  get  the  other  panel  up  here  pretty  quick- 
ly- 

Today,  the  Housing  Opportunity  and  Community  Development 

Subcommittee  is  holding  a  hearing  on  the  looming  crisis  in  the 
Low-Income  Housing  Preservation  Program.  This  hearing  will  ad- 
dress alternatives  to  the  Low-Income  Housing  Preservation  and 
Resident  Homeownership  Act  of  1990,  known  as  LIHPRHA. 

In  the  late  1960's  and  1970's,  HUD  offered  low-interest  financing 
to  private  real  estate  developers  to  build  or  rehabilitate  affordable 
rental  housing  for  low-income  and  moderate-income  families  and 
offered  owners  the  right  to  prepay  their  40-year  mortgages  after  20 
years.  Prepayment  would  terminate  both  aflfordability  restrictions 
and  HUD  regulation  of  the  property. 

In  the  late  1980's,  faced  with  the  specter  of  massive  mortgage 
prepayment.  Congress  embarked  on  a  policy  of  preserving  afford- 
able low-  and  moderate-income  housing  and  preventing  the  dis- 
placement of  residents  by  providing  multifamily  project  owners 
with  financial  incentives  to  avert  mortgage  prepayments  and  end- 
ing the  owner's  right  to  prepay. 

Most  would  agree  that  the  current  legislation  statute,  LIHPRHA 
has  achieved  that  goal.  But  the  cost  of  LIHPRHA  is  very  high.  It 
pays  incentives  to  owners  that  are  more  generous  than  necessary 
to  avert  mortgage  prepayment. 

(1) 


In  addition,  a  recent  evaluation  by  HUD's  Inspector  General 
shows  that  LIHPRHA  has  actually  transformed  once  stable  mixed- 
income  developments  into  predominantly  low-income  housing 
projects  that  are  dependent  on  large  amounts  of  Section  8  assist- 
ance. Even  if  LIHPRHA  were  affordable  in  today's  budget  climate, 
it  would  have  questionable  merit  as  Government  policy.  But  our 
current  budget  environment  is  forcing  us  to  take  a  critical  look  at 
preservation  policy.  Even  if  we  wanted  to,  we  could  not  continue 
to  fund  a  program  that  essentially  preserves  housing  at  any  cost. 

Any  alternative  we  select  will,  to  some  extent,  restore  an  owner's 
right  to  prepay.  Our  dilemma  is  finding  a  balanced  alternative  that 
will  avert  massive  displacement  of  residents,  reasonably  protect 
long-term  investment  in  affordable  and  rental  housing,  and  avoid 
increased  financial  exposure  for  the  Federal  Government.  We  can- 
not wait  long  to  find  an  alternative.  About  1,200  projects,  rep- 
resenting 150,000  units  of  housing  are  currently  in  the  preserva- 
tion processing  pipeline.  Of  this  inventory,  18,000  units  have  com- 
pleted the  process  and  are  awaiting  funding.  As  many  as  360,000 
units  are  eligible  for  preservation. 

HUD  has  spent  all  of  its  preservation  program  funding  and 
under  current  law,  if  funding  is  not  available  for  financial  incen- 
tives, the  owner's  right  to  prepay  is  restored  and  affordability  re- 
strictions are  terminated. 

What  is  clear  is  that  the  appropriations  committees  will  provide 
no  new  funding  for  preservation  incentives  under  LIHPRHA.  If  no 
alternative  is  developed,  large  numbers  of  owners  may  choose  to 
prepay  and  residents,  a  large  percentage  of  whom  are  elderly  or 
disabled,  could  be  displaced. 

Several  alternatives  to  LIHPRHA  have  been  proposed  by  HUD 
and  by  the  industry,  which  range  from  a  one-time-only  capital 
grant  loan  program,  to  a  prepayment  voucher  option.  These  propos- 
als will  be  the  focus  of  today's  hearings. 

I  want  to  take  particular  note  of  the  contribution  of  our  Sub- 
committee colleague  and  Chairman  of  the  VA/HUD  Appropriations 
Subcommittee,  Senator  Bond,  who  has  developed  a  capital  grants 
proposal  that  is  currently  included  in  the  Senate  version  of  the 
HUD  appropriations  bill.  Each  alternative  raises  significant  ques- 
tions, however,  regarding  cost  and  impact  on  tenants,  communities, 
and  the  supply  of  affordable  housing. 

I  believe  any  serious  preservation  reform  should  be  viewed  with 
the  following  concerns  in  mind. 

Should  the  Federal  Grovernment  continue  a  preservation  pro- 
gram? And  if  so,  how  should  scarce  taxpayer  dollars  be  targeted  for 
preservation? 

How  many  owners  will  prepay  their  mortgages  if  the  prepayment 
right  is  restored? 

What  is  the  budget  cost  to  the  Federal  Government  of  various 
preservation  scenarios? 

What  is  the  potential  for  displacement  of  tenants  under  the  var- 
ious proposals? 

What  is  HUD's  capacity  to  implement  a  preservation  program? 

We  plan  to  look  at  all  the  alternatives  carefully  as  we  move  to- 
ward the  development  of  housing  reform  legislation  and  final  action 
on  the  fiscal  year  1996  appropriation  for  HUD.  Based  on  Congress' 


track  record  on  preservation,  it  is  important  that  we  carefully  con- 
sider our  policy  reform  options. 

Again,  I  am  pleased  to  welcome  a  distinguished  panel  of  wit- 
nesses to  the  hearing.  Of  course,  it  includes  Nicolas  Retsinas,  the 
Federal  Housing  Commissioner,  Assistant  Secretary  for  Housing. 

As  I  said,  after  your  statement,  then  we  will  have:  Conrad  Egan, 
Special  Assistant  for  HUD  multifamily  housing  programs;  Peter 
Richardson,  President  of  the  Institute  for  Responsible  Housing 
Preservation;  Michael  Bodaken,  Executive  Director  of  the  National 
Housing  Trust;  Alan  R.  Cravitz  of  Developers  Mortgage  Corpora- 
tion, Chicago,  IL;  and  Janice  Niedzielski,  President  of  Los  Robles 
Apartments  Residents  Association,  in  Union  City,  CA. 

So,  I  want  to  welcome  you,  Mr.  Retsinas.  I  will  now  turn  to  the 
Chairman  of  the  Full  Committee,  for  whatever  comments  he  may 
have. 

OPENING  COMMENTS  OF  SENATOR  ALFONSE  M.  D'AMATO 

The  Chairman.  Senator  Mack,  first  of  all,  let  me  commend  you 
for  your  leadership  in  this  area,  as  well  as  holding  this  important 
hearing  today. 

I  am  going  to  ask  that  the  full  text  of  my  remarks  be  included 
in  the  record  as  if  read  in  its  entirety,  in  the  interest  of  time. 

Senator  Mack.  Without  objection. 

The  Chairman.  I  think  it  is  important,  though,  that  we  have  to 
stress  that  the  protection  of  existing  tenants  is,  number  one,  of  ut- 
most importance.  We  also  have  a  responsibility  to  protect  our  Na- 
tion's investment  in  the  privately-owned  assisted  housing  stock. 
Nationwide  there  are  370,000  units  of  preservation  inventory. 

As  Chairman  Mack  has  indicated,  limited  Federal  resources  and 
the  need  to  balance  the  budget  create  some  very  real  problems. 
Congress,  HUD,  and  the  affordable  housing  industry  have  to  work 
together.  Substantial  work  has  been  done  in  the  development  of  a 
number  of  alternative  proposals — the  Capital  Grant  Loan  Program, 
for  one.  I  am  certainly  looking  forward  to  hearing  Mr.  Retsinas  as 
it  relates  to  this. 

Today's  hearings  will  allow  various  groups  to  assess  the  potential 
cost  and  ramifications  of  various  reforms  and  solutions. 

In  conclusion,  I  would  like  to  ask  that  the  letters  that  I  have  re- 
ceived from  12  members  of  the  New  York  Congressional  delegation 
in  the  House,  both  Republicans  and  Democrats,  expressing  their 
concern  regarding  the  preservation  program,  be  included  in  the 
record,  their  correspondence,  as  if  read  in  its  entirety. 

Senator  Mack.  Without  objection. 

The  Chairman.  Again,  I  would  like  to  thank  Senator  Mack,  Sen- 
ator Faircloth,  Senator  Bond,  and  all  of  my  colleagues,  particularly 
on  the  Subcommittee,  for  their  dedication  to  addressing  the  com- 
plexities that  we  are  dealing  with.  Of  course,  it's  always  good  to  see 
Commissioner  Retsinas  with  us. 

Thank  you,  Mr.  Chairman. 

Senator  Mack.  Senator  Bennett. 

OPENING  COMMENTS  OF  SENATOR  ROBERT  F.  BENNETT 

Senator  Bennett.  Thank  you,  Mr.  Chairman.  I  appreciate  your 
calling  these  hearings  and  giving  us  an  opportunity  to  spotlight 


this  particular  problem,  because  it  is  a  problem  and  deserving  of 
the  time  and  attention  that  you  are  giving  it  here. 

The  projects,  as  a  whole,  looking  at  it  from  a  macro-view,  have 
been  appropriately  criticized.  It's  too  expensive  and  inefficient  a 
use  of  the  taxpayers'  money.  I  agree  with  most  of  my  colleagues. 
We  have  to  reform  the  current  system. 

Now,  that  having  been  said,  I  look  at  mv  own  home  State  where 
there  are  more  than  1,000  units  of  affordable  preservation  housing, 
most  of  them  in  excellent  neighborhoods.  They  serve  primarily  sen- 
ior citizens,  working  families,  and  disabled  individuals. 

Utah,  enjoying  a  tremendously  strong  economy,  has  the  reverse 
side  of  that.  We  nave  a  very,  very  tight  housing  market.  The  rental 
vacancy  rate  is  currently  less  than  2  percent.  While  the  number  of 
people  in  Utah  who  would  be  in  difficulty  is  tiny,  infinitesimal  from 
a  macro  point  of  view,  for  the  individual  senior  citizen  who  sud- 
denly loses  something  that  is  working  for  him  or  her,  this  becomes 
a  very  major  problem.  There's  literally  no  place  else  to  go  with  the 
vacancy  rate  that  low. 

It's  important  that  in  our  efforts  at  reform,  while  we  try  to  solve 
the  overall  problem,  we  must  keep  in  mind  that  there  are  real  peo- 
ple who  could  be  hurt  in  very  real  ways.  It's  much  easier  to  diag- 
nose than  come  up  with  a  solution.  So  I  will  quit  where  it's  easy 
and  listen  to  the  witnesses. 

Senator  Mack.  Well,  believe  me,  you  won't  be  the  first. 

[Laughter.] 

Senator  Bennett.  OK  But  I  appreciate  the  hearing  and  I  appre- 
ciate the  witnesses  and  look  forward  to  participating. 

Thank  you,  Mr.  Chairman. 

Senator  Mack.  Mr.  Retsinas,  why  don't  you  go  ahead,  then,  with 
your  statement. 

OPENING  STATEMENT  OF  NICOLAS  P.  RETSINAS 

ASSISTANT  SECRETARY  FOR  HOUSING 

FEDERAL  HOUSING  COMMISSIONER 

U.S.  DEPARTMEIVT  OF  HOUSING  AND  URBAN  DEVELOPMENT 

WASHINGTON,  DC 

Mr.  Retsenas.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  Senator  Bennett,  thank  you  for  this  opportunity. 

I  too  want  to  acknowledge  your  reaching  out  and  trying  to  find 
our  way  through  this  rather  complex  and  very,  very  important 
issue.  This  is  a  time  of  fiscal  constraint.  This  is  a  time  of  budgetary 
restraint.  But  that  doesn't  mean  that  we  put  aside  very  important 
policy  implications.  I  appreciate  your  trying  to  address  an  impor- 
tant policy  issue  at  this  time. 

Senator  Bennett,  you  are  absolutely  right.  This  is  a  hard  issue 
where  there  are  no  simple  answers.  I  am  reminded  of  the  reference 
once  to  the  person  talking  to  Noah,  who  was  saying:  "It's  one  thing 
to  predict  it's  raining.  Its  another  thing  to  build  an  ark."  That's 
what  we  need  to  figure  out,  how  to  build  the  ark  that  will  get  us 
through  this. 

I  have  long  been  interested  in  the  subject  of  affordable  housing 
and  have  worked  my  whole  career  on  the  subject  of  affordable 
housing.  If  you  have  done  that,  sometimes  your  words  come  back 
to  haunt  you. 


Before  joining  the  Administration,  I  co-authored  an  article  on  the 
preservation  program.  In  preparing  for  my  testimony  this  morning, 
I  looked  back  at  those  notes  and  what  I  said  3  or  4  years  ago.  Let 
me,  if  I  could,  Senator,  quote  myself.  I  said,  "The  Administrative 
challenges  are  gargantuan.  A  centralized  HUD  Administration 
would  be  hard-pressed  to  oversee  this  program." 

I  then  pointed  out  a  couple  of  years  ago — "Over  time,  the  Federal 
Government  must  recognize  the  cost  implications  of  longer  term  ex- 
tensions that  are  implicit  in  all  preservation  transactions.  As  cost 
projections  mount,  there  will  be  continued  pressure  on  the  part  of 
Congress" — and  I  might  add  today,  on  the  part  of  the  Administra- 
tion— "to  revisit  the  Section  8  subsidy  as  a  cost-effective  alter- 
native. When  that  happens,  the  Federal  Government,  and  not  the 
owners,  might  seek  to  dissolve  this  public/private  partnership." 

Unfortunately,  those  words  were  prophetic.  The  time  has  come 
for  us  to  revisit  and  look  again  at  this  very  important  program  that 
in  many  ways  has  been  a  successful  program.  But  now  we  are  pay- 
ing the  price  of  that  success.  As  we  look  back,  it  is  easy  with  the 
20/20  vision  of  hindsight  to  criticize  the  preservation  program  that 
was  enacted  in  1987  and  reformed  in  1990. 

I  am  not  going  to  do  that,  in  part,  because  I  was  one  of  the  advo- 
cates of  that  program  at  that  time.  That  program  was  well-inten- 
tioned. Its  goals  were  noble  and  appropriate — to  preserve  afford- 
able housing  and  to  minimize  and  indeed  eliminate  any  possibility 
of  displacement.  But  times  have  changed  and  we  need  to  look  at 
it  in  a  new  light  and  a  new  environment. 

Mr.  Chairman,  as  you  point  out  in  your  opening  remarks,  the 
legislation  enacted  in  1987  essentially — not  completely — but  essen- 
tially said  that  there  would  be  no  prepayment  and,  indeed,  we 
would  do  all  that  is  possible  to  preserve  these  resources  over  time. 
We  have  done  that.  We  have  done  that  at  great  cost,  however. 

There  are  two  costs  that  are  important  to  recognize.  One  is,  in 
order  to  provide  the  appropriate  incentives  so  that  owners  would 
not  prepay  and  this  affordability  would  be  preserved,  we  have  in- 
creased the  debt  on  these  properties  to  allow  certain  provisions 
such  as  the  equity  take-out  and  other  kinds  of  refinancing  and  cer- 
tain repair  costs.  In  addition,  in  order  to  do  that,  we  have  increased 
the  Section  8  subsidies. 

As  a  result,  we  are  paying  substantial  sums  of  money  to  fulfill 
this  promise  and  this  intent,  starting  first  in  1987.  To  put  some 
numbers  on  it,  which  I  would  like  to  do  this  morning,  we  have  cre- 
ated, in  essence,  35,000  new  units  of  Section  8  housing,  costing  ap- 
proximately $230  million  a  year,  to  honor  the  first  phase  of  this 
commitment. 

Today  is  1995  and  as  I  started  to  say  before,  we  are  in  part  vic- 
tims of  our  own  efforts.  When  I  joined  the  Administration  2  years 
ago,  one  of  the  criticisms  of  the  Department  was  that  it  had  been 
slow  and  cumbersome  in  approving  these  preservation  requests, 
the  so-called  plans  of  actions. 

If  I  could,  we  have  a  chart  here  which  indicates  what  we  did  as 
a  result  of  that  criticism. 

As  you  can  see,  in  1995,  and  this  is  fiscal  year  1995,  we  have  ap- 
proved more  plans  of  action,  we  have  approved  more  preservation 
plans  than  in  all  the  previous  years  combined.  Ironically,  if  we  had 


continued  to  go  slow,  the  problem  would  not  be  upon  us  as  it  is. 
But  Congress  did  not  intend  for  us  to  go  slow.  It  intended  us  to  go 
through  the  process  and  I  am  proud  of  that  record.  But  the  fact  of 
the  matter  is  the  crisis  that  may  have  been  forestalled  is  now  upon 
us,  in  part,  because  of  this  accelerated  processing. 

Senator  Mack.  The  $644  million  represents  now  many  projects 
and  how  many  units,  roughly? 

Mr.  Retsinas.  It  represents  roughly  about  30,000  units,  about 
35,000  units  in  fiscal  year  1995. 

Senator  Mack.  The  number  of  projects,  again? 

Mr.  Retsinas.  The  number  of  projects  would  be  about  300  or  so. 
I  think  we  have  the  exact  number  here,  266  in  fiscal  year  1995. 

Senator  Mack.  OK. 

Mr.  Retsinas.  As  a  matter  of  fact,  if  I  could,  let  me  show  you 
one  other  chart  that  I  have,  Mr.  Chairman. 

Let's  talk  just  for  a  moment  about  the  universe  of  preservation 
projects  in  terms  of  what's  at  stake.  We  have  the  number  by 
projects,  by  units. 

The  graph  on  the  Y  standard  is  the  number  of  projects  and  the 
bars  refer  to  number  of  units.  There's  obviously  a  correlation, 
though  not  a  perfect  correlation.  Let's  start  at  the  right. 

As  of  today,  we  have  approved  63,200  units.  That  is,  approved 
and  funded.  There  are  27,000  units  for  which  funding's  been  au- 
thorized, or  about  200  projects  that  are  in  a  queue — that  is,  ap- 
proved but  not  funded  because  of  the  budget  constraints.  There  are 
another  126,500  units  that  are  going  through  the  processing  at  var- 
ious stages.  There  are  approximately  200,000  that  have  not  entered 
the  processing  queue.  So  that,  in  essence,  is  the  universe. 

In  addition,  there  is  an  estimated  70,000  units  that  are  not  FHL\ 
insured  that  are  part  of  State  housing  finance  agency  portfolios 
that  are  potentially  in  this  queue. 

Today,  in  my  testimony,  let  me  go  over  some  specific  numbers 
from  the  testimony. 

As  you  can  see,  we  have  funded  in  that  63,000  units,  511 
projects,  and  that  has  cost  us  $1.2  billion  to  fund  that  right-hand 
column,  the  blue  column.  Also,  we  have  approved  but  have  not 
been  able  to  fund  because  of  lack  of  resources,  227  projects,  or 
27,000  units;  and  if  we  were  to  fund  them,  it  would  cost  $700  mil- 
lion to  go  forward  with  those. 

In  addition,  in  the  green,  the  126,000  units  represents  1,100 
projects.  If  we  just  extrapolate  from  current  costs,  the  cost  of  fund- 
ing those  would  be  about  $2.5  bilhon.  I  hesitate  to  guess  what  the 
cost  would  be  of  the  yellow  bar.  But  if  you  just  look  at  the  red  and 
the  green,  you  are  really  talking  about  over  $3  billion  to  fund 
projects  that  are  in  the  queue  and  eligible  for  preservation. 

As  you  have  all  pointed  out  in  your  opening  remarks,  there  are 
many  calls  for  changes  in  the  program.  As  a  matter  of  fact,  the  one 
thing  that  there  appears  to  be  unanimity  on  is  the  current  program 
is  not  the  most  efficient  program.  Our  own  Inspector  General,  for 
example,  has  called  for  repeal  of  the  preservation  program,  in  part 
because  of  its  cost,  in  part  because  of  its  administrative  complexity. 
And  we  have  certainly  understood  her  concern. 

Senator  Mack.  In  calling  for  the  repeal,  does  she  suggest  an  al- 
ternative? 


Mr.  Retsenas.  She  suggests  generally — the  Inspector  General  re- 
ports have  gone  through  a  number  of  variations.  The  most  recent 
report  really  calls  for  a  conversion  to  tenant-based  assistance  as  a 
way  to  instill  a  market  discipline  in  these  proposals  and  to  try  to 
limit  the  costs  over  time. 

I  share  with  Senator  D'Amato  and  really  with  all  of  you,  that  as 
we  approach  the  preservation  program,  it  is  important  for  us  at  the 
outset  to  identify  what  are  the  core  principles,  what  are  the  stand- 
ards by  which  we  should  evaluate  any  preservation  proposal?  That 
is,  if  a  proposal  doesn't  deal  with  these  sorts  of  core  principles, 
then  it  probably  doesn't  pass  muster. 

The  first  and  foremost  principle  is  protecting  tenants.  No  ques- 
tion in  my  mind  about  that.  As  Federal  Housing  Commissioner,  as 
Members  of  the  U.S.  Congress,  I  believe  we  have  an  obligation,  per- 
haps not  legal,  perhaps  not  financial,  but  I  would  argue  a  moral 
obligation,  to  ensure  that  tenants  are  not  left  without  an  adequate 
housing  resource.  So  first  and  foremost,  we  protect  the  tenants. 

The  second  principle  I  would  argue  for  or  submit  for  your  consid- 
eration is  really  based  on  the  premise  that  there  isn't  enough 
money.  There  isn't  enough  money  to  pay  for  all  the  units  and 
projects  on  those  charts  and  those  columns  I  have  talked  about  be- 
fore. Given  that,  we  must  reintroduce  the  notion  that  owners  have 
a  right  to  prepay. 

The  1987  and  the  1990  legislation  in  many  ways  precluded,  effec- 
tively, de  facto,  precluded  many  of  those  rights  of  prepayment.  I  be- 
lieve, for  us  to  be  fair  and  equitable,  those  rights  need  to  be  re- 
stored. Again,  thinking  of  my  .first  principle,  not  in  a  detriment  to 
the  tenants,  but  I  think  those  rights  have  to  be  restored. 

Senator  Mack.  Let  me  just  mention  a  couple  of  points. 

Mr.  Retsenas.  Sure. 

Senator  Mack.  One,  if  you  start  with  the  premise  that  the  num- 
ber-one objective  is  to  protect  the  tenants,  then  you  state  the  next 
two  points.  But  again,  one,  there's  not  enough  money  to  do  it,  in 
essence.  The  third  point  being  that  the  owners  ought  to  have  the 
right  to  prepay.  A  very  conflicting  message. 

Mr.  Retsenas.  I  am  not  sure  it  is.  First  of  all,  I  wish  I  could  come 
here.  Senator,  and  say 

Senator  Mack.  Then  you  are  making  the  assumption  that  for  less 
money  than  we  have  spent  in  the  past,  we  can  preserve  a  sufficient 
number  of  units  to  provide  low-income  families  with  housing. 

Mr.  Retsinas.  I  am  making  the  assumption  based  on  data  we 
have  that  we  can  set  aside  sufficient  funds  to  protect  the  tenants. 
That  doesn't  necessarily  mean  that  each  tenant  in  each  unit  will 
stay  as  is. 

Now,  I  say  that  understanding  that  it  will  still  cost  some  money. 
I  don't  have  a  magic  wand.  I  am  not  an  alchemist.  I  can't  create — 
I  can't  take  a  situation  and  make  it  cost  nothing.  There  is  a  cost, 
and  I  will  be  happy  to — depending  on  what  your  assumptions  are 
and  who  you  want  to  serve  and  the  cost — I  will  be  happy  to  go  over 
some  of  those  costs  with  you.  But  I  think  for  a  relatively  modest 
amount  of  funds,  one  could  design  a  preservation  program  that  can 
protect  the  existing  tenants,  not  only  the  very  low-income,  but  also 
low-income  tenants.  Further,  we  can  do  that  in  a  way  that  would, 
I  believe,  allow  them  the  opportunity  to  stay  in  their  existing  units. 
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I  believe  there's  a  way  to  do  that,  and  let  me  walk  through  how 
we  might  do  that. 

In  essence,  however,  there  are  questions  that  are  inherent  in 
such  an  approach.  The  question,  for  example,  is:  If  we  protect  exist- 
ing tenants,  which  existing  tenants?  Do  we  follow  our  existing  re- 
cent history  of  low-income  assisted  housing,  which  is  helping  those 
at  the  very  low-income,  below  50  percent  of  median?  Or  do  we  go 
back  to  some  of  the  original  tenants  of  our  affordable  housing  pro- 
grams, helping  people  which  we  now  call  technically  low-income, 
between  50  and  80  percent? 

Fair  question.  For  example,  in  helping  existing  tenants,  do  we 
allow  them  to  stay  in  units  where  the  rent  that  is  paid  for  by  the 
Federal  Government  exceeds  the  market  rent? 

Let  me  give  you  an  example,  if  I  could,  of  that  latter  point.  Be- 
cause I  have  found  in  my  brief  time  here  with  the  Administration 
that  how  you  define  a  problem  often  leads  you  to  a  certain  conclu- 
sion. So  let  me  give  you  a  problem  in  a  couple  of  different  ways. 

If  I  wer€  to  say  to  you  that  I  am  aware  of  this — pick  a  number — 
an  85-year-old  woman  who  has  lived  for  the  last  15  years  in  a  unit, 
in  an  apartment.  Really  has  no  home  to  go  to  and  has  really  given 
up  her  home.  This  is  the  only  place  she  could  be.  All  her  friends 
are  here. 

I  would  ask  the  question — should  the  Federal  Government  do 
what  it  can  to  ensure  that  that  person  can  stay  in  that  unit?  I 
think  most  people  would  say,  yes. 

But  suppose  I  described  it  a  little  bit  differently.  Suppose  I  said 
to  you,  should  the  taxpayers  subsidize  a  rent  that  is  two  to  three 
times  the  market  rent  to  keep  somebody  in  a  unit  where  there  is 
another  apartment,  perhaps  as  close  as  2  to  3  miles  away,  where 
they  could  pay  the  market  rent  and  stay  in?  Most  would  say,  well, 
the  taxpayer  really  ought  not  to  over  subsidize. 

I  submit,  Mr.  Chairman,  that  in  many  of  our  situations,  it's  the 
same  case.  Do  we  prevent  displacement  at  all  costs?  Or  do  we,  in 
fact,  try  to  introduce  a  certain  discipline  to  what  the  taxpayer  has 
to  pay  for?  Difficult  questions.  I  would  be  happy  to  give  you,  if  you 
would  like,  my  opinion  on  how  we  might  answer  those  questions. 

The  third  principle — principle  number  one  is  tenants'  protection. 
Tenants  have  to  be  protected,  I  believe.  The  second  is  restoring 
owner's  right  to  prepay.  Third,  if  resources — this  is  clearly  in  the 
category  of  easier  said  than  done — if  resources  could  be  identified 
for  preservation  that  exceed  the  amount  that  is  necessary  to  pro- 
tect the  tenants,  if  those  resources  could  be  found,  then  I  would 
suggest  that  consideration  be  given  to  a  much  more  efficient,  a 
much  more  streamlined,  a  much  more  focused,  a  much  more 
prioritized  preservation  program. 

During  this  period  of  a  continuing  resolution,  we  have  had  to 
wrestle  with  some  modest  resources  that  are  available  to  us  during 
this  45-day  period.  We  have  made  a  decision  that  those  limited  re- 
sources are  best  focused  on  those  projects  that  are  at  imminent  risk 
of  prepayment  and  second,  those  projects  that  involve  sales  to  non- 
profits or  public  purchasers  that  have  strong  resident  components. 
Not  because  I  don't  believe  that  there  are  some  existing  owners 
who  are  equally  committed  to  affordable  housing.  But  in  a  world 
of  scarcity,  I  think  the  better  bet  for  the  long  term  is  to  help  fi- 


nance  sales  to  not-for-profits,  public  purchasers,  with  resident  own- 
ership interests  that  have  a  clear  long-term  commitment  to  afTbrd- 
ability. 

I  believe  that  those  three  legs  of  the  stool  could  define  a  preser- 
vation program  that  I  believe  is  affordable  to  this  Congress  and  to 
this  Administration. 

Let  me,  if  I  could 

Senator  Mack.  Again  because  of  some  constraints  we  have,  ask 
you  to  try  to  wrap  up  your  statement. 

Mr.  Retsinas.  I  will  do  that.  Thank  you  and  I  appreciate  the  op- 
portunity. 

Let's  recap.  These  are  difficult  questions,  very,  very  hard  ques- 
tions. They  all  cost  money.  There  are  no  short-cuts.  I  believe  we 
can  design  a  more  efficient  program  than  we  have  now.  But  I 
think,  first  and  foremost,  we  need  to  ensure  that  appropriate  re- 
sources are  set  aside  so  that  the  tenants  are  not  the  victims  of  the 
budget  constraints  that  we  are  in. 

Thank  you,  Mr.  Chairman. 

Senator  Mack.  Senator  Bennett,  let  me  indicate  to  you  what  my 
intentions  are. 

I  want  to  just  pose  one  question  to  Mr.  Retsinas  and  then  ask 
the  other  members  of  the  panel  to  come  up  and  join  him.  We  will 
hear  their  opening  statements  and  then  we  will  go  into  questions 
for  all  of  them. 

Senator  Bennett.  OK.  I  just  have  one  question  for  Mr.  Retsinas. 
Would  you  rather  I  not  pose  it  at  this  time? 

Senator  Mack.  Why  don't  you  go  ahead  and  do  that. 

Senator  BENNETT.  Regarding  prepayment,  I  would  like  to  know 
how  many  owners  you  think  would  actually  prepay?  How  much  in- 
ventory would  be  prepaid?  And  if  you  could,  differentiate  between 
the  national  norm  and  the  truly  tight  housing  markets,  such  as 
New  York,  San  Francisco  and,  if  I  may,  Utah  now. 

Mr.  Retsinas.  All  right. 

Senator  Bennett.  To  see  how  this  would  affect  low  tenant 

Mr.  Retsinas.  In  terms  of  the  question  of  how  many  would  pre- 
pay, the  real  answer,  of  course,  is  we  don't  know.  No  one  knows. 
No  one  can  predict  for  certainty  and  the  like. 

My  guess  is,  our  assumptions  are,  and  we  have  a  great  amount 
of  data  on  this  that  I  can  share  with  you,  it's  somewhere  around 
75  percent  of  the  projects,  with  20-35  percent  of  the  residents  at 
risk  of  rent  increases  above  the  existing  payment  standard  of 
vouchers.  We  have  made  the  judgment  that  those  projects  that  are 
involved  in  sales  transactions  are  more  likely  to  prepay  than  those 
that  are  not,  but  there  will  be  a  handful  of  others  that  will  also 
prepay. 

Senator  Ben^nett.  Between  the  tight  market? 

Mr.  Retsinas.  I  think  the  tighter  the  housing  market,  the  more 
likelihood  of  prepayments,  clearly,  because  of  the  alternatives 
available  to  the  owners. 

Senator  Bennett.  Thank  you,  Mr.  Chairman. 

Senator  Mack.  The  only  question  I  really  have  to  put  to  you  is, 
in  your  statement,  I  don't  believe  I  heard  an  Administration  pro- 
posal. 
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Mr.  Retsinas.  The  Administration — let  me  restate  it,  if  I  could, 
Mr.  Chairman. 

Senator  Mack.  Sure.  , 

Mr.  Retsinas.  The  Administration  proposal  is  that  we  allocate 
sufficient  resources  to  ensure  the  tenants  are  protected.  We  believe 
that,  depending  again  on  the  assumptions 

Senator  Mack.  I  heard  that.  But  my  point  is  that  there  is  not 
a  specific  proposal  that  the  Administration  is  presenting  this  morn- 
ing. Is  that  correct? 

Mr.  Retsinas.  That  is  the  proposal,  Mr.  Chairman,  that  we  re- 
serve funds  for  the  tenants. 

Senator  Mack.  How  much  is  that? 

Mr.  Retsinas.  We  estimate,  again,  depending  on  where  we  are 
in  the  numbers,  we  estimate  the  budget  authority  of  that  would  be 
about  $150  million. 

Senator  Mack.  For  1996? 

Mr.  Retsinas.  1996,  right. 

Senator  Mack.  What  is  your  estimate  for  1997  and  1998? 

Mr.  Retsinas.  In  1997,  the  budget  authority  would  be — we  will 
get  you  the  specific  numbers — the  budget  authority  is  somewhat 
over  $200  million. 

Senator  Mack.  So  for  the  number  I  think  I  saw  over  there,  $644 
million — was  that  1995  or  1996?  The  one  on  the  lower 

Mr.  Retsinas.  Right.  They  have  been  approved. 

Senator  Mack.  Where  is  that  funding  coming  from? 

Mr.  Retsinas.  That  was  from  carry-over  from  earlier  years  for 
the  preservation  program. 

Senator  Mack.  So  you  are  suggesting  that  next  year,  we  go  from 
$644  to  roughly  $150  million. 

Mr.  Retsinas.  That  would  be  what  it  would  cost  to  fund  the  ten- 
ants, yes.  What  I  further  said,  as  an  appendix  to  that,  if  I  could, 
Mr.  Chairman,  is  to  the  extent  that  additional  resources  could  be 
found  and,  again,  I  don't  underestimate  how  difficult  that  is,  we 
would  suggest  that  those  additional  resources  be  used  for  a  tar- 
geted capital  grant  program  that  has  as  its  top  priority  sales  to 
nonprofits  or  public  purchasers. 

Senator  Mack.  All  right. 

Mr.  Retsinas.  We  can  give  you  some  estimates  of  how  many 
units  you  can  save  with  how  many  dollars. 

Senator  Mack.  OK.  I  may  get  back  to  that  at  some  later  point. 

Mr.  Retsinas.  Of  course. 

Senator  Mack.  If  I  could,  let's  have  the  balance  of  the  panel  come 
on  forward  and  we  will  have  your  opening  statements  and  then  get 
into  questions. 

Maybe  just  one  last  question  about  the  proposal.  This  has  been 
cleared  and  approved?  It  has  the  blessing  of  0MB? 

Mr.  Retsinas.  Yes. 

Senator  Mack.  OK.  Mr.  Richardson,  why  don't  we  go  ahead  and 
begin  with  you?  We  would  be  delighted  to  hear  your  opening  state- 
ment. 
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OPENING  STATEMENT  OF  PETER  RICHARDSON,  PRESIDENT 

INSTITUTE  FOR  RESPONSIBLE  HOUSING  PRESERVATION 

WASHINGTON,  DC 

Mr.  Richardson.  Thank  you,  Senator. 

I  am  pleased  to  be  here.  I  am  here  as  President  of  the  Institute 
for  Responsible  Housing  Preservation  an  organization  that  was 
formed  about  6  years  ago  by  owners  and  managers  of  affected  prop- 
erties to  participate  in  the  LIHPRHA  process. 

I  am  also  a  partner  and  vice  president  of  Boston  Financial,  a  real 
estate  investment  company  which  owns  and  operates  about  34,000 
units  of  assisted  housing  throughout  the  country.  About  a  quarter 
of  those  are  affected  by  LIHPRHA. 

We  have  been  waiting  with  some  anticipation  to  hear  HUD's 
presentation  today.  I  must  note  that  we  take  disagreement  with 
nothing  that  I  understood  the  Commissioner  to  say. 

We  believe  that  LIHPRHA  has  been  effective  in  its  purpose.  It 
has  preserved  affordable  housing.  It  has  provided  fair  compensa- 
tion to  owners  for  the  loss  of  the  prepayment  right.  We  understand 
and  do  not  dispute  that  the  program  is  expensive  and  should  be  re- 
formed. We  have  participated  with  enthusiasm  and  focus  on  the  de- 
bate which  has  produced  the  Senate  bill  to  reform  LIHPRHA. 

We  believe  that  the  choices  are  difficult.  With  a  limited  amount 
of  money,  how  much  prepayment  should  be  encouraged?  How  much 
sales  activity  should  be  focused  upon  as  a  priority?  What  are  the 
trade-offs  if  owners  of  properties  are  permitted  to  stay  in  and  re- 
ceive compensation  through  a  capital  grant  or  capital  loan,  as  is 
proposed?  We  believe  that  all  those  questions  are  reasonable. 

We  underscore  at  this  point  the  absolute  requirement  to  return 
the  prepayment  right. 

Wliat  LIHPRHA  provided,  it  provided  effectively.  There  will  be 
no  prepayment.  But  owners  could  receive  full  compensation  for  the 
loss  of  that  right.  We  acknowledge  that  full  compensation  is  not 
contained  in  the  capital  loan/grant  proposal.  But  that's  OK  That's 
OK  so  long  as  the  prepayment  right  is  restored. 

Senator  Mack.  Would  you  say  that  to  me  again? 

Mr.  Richardson.  Certainly.  The  context  is  that  LIHPRHA,  as 
it's  been  operating,  provided  full  and  fair  compensation  for  the  loss 
of  the  prepayment  right.  To  the  extent  that  a  reform  program  does 
not  provide  full  compensation,  it  must  return  and  restore  the  pre- 
payment right. 

The  reform  proposal  that  has  been  approved  by  the  Senate,  the 
owners'  support.  We  appreciate  the  fact  that  LIHPRHA  needs  to  be 
less  expensive.  To  the  extent  that  it  does  not  provide  full  and  fair 
compensation,  the  prepayment  right  must  be  restored. 

That's  sort  of  it.  There  are  lots  of  conflicting  messages  here  and 
they  are  confusing. 

While  we  understand  that  resources  are  limited,  we  of  course 
would  like  to  pursue  as  full  funding  as  possible.  Commissioner 
Retsinas  describes  appropriately  the  trade-offs  with  protecting  ten- 
ants. We  have  no  dispute  with  that. 

Unlike  some  positions  that  people  propose  for  owners  these  days, 
we  are  not  all  hungry,  eager  to  throw  out  tenants  and  squeeze 
every  nickel  out  of  these  properties.  Many  of  us  got  into  these  prop- 
erties, and  we  are  in  them  now,  with  respect  and  interest  in  pre- 
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serving  affordable  housing.  We  do  not  disagree  with  HUD's  position 
that  a  priority  needs  to  respond  to  and  protect  tenants. 

We  do  dispute  some  of  the  numbers.  We  are  concerned  that  a  pri- 
ority which  would  favor  sales  may  or  may  not  achieve  the  public 
purposes  that  are  described.  But  we  come  quickly  to  Sophie's 
Choice:  If  you  have  limited  resources,  which  one  do  you  let  go? 
Those  are  difficult  questions. 

I  will  conclude  my  remarks  and  be  eager  to  respond  to  some  of 
your  difficult  questions. 

Senator  Mack.  Thank  you  very  much. 

Mr.  Bodaken. 

OPENING  STATEMENT  OF  MICHAEL  BODAKEN,  EXECUTIVE 
DIRECTOR,  NATIONAL  HOUSING  TRUST,  WASHINGTON,  DC 

Mr.  Bodaken.  Thank  you,  Senator. 

You  are,  I  think,  the  first  person  in  Washington  to  correctly  pro- 
nounce my  name.  Thank  you. 

Senator  Mack,  Members  of  the  Subcommittee,  thank  you  for  giv- 
ing the  National  Housing  Trust  an  opportunity  to  testify  before  you 
today.  My  name  is  Michael  Bodaken  and  I  am  the  head  of  the 
Trust.  The  Trust  is  dedicated  to  the  preservation  of  existing  afford- 
able rental  housing.  We  represent  resident-endorsed  and  other  non- 
profit purchasers  of  this  HUD-subsidized  stock  from  Pennsylvania 
to  Florida. 

I  open  by  observing  what  Commissioner  Retsinas  noted,  that  this 
is  a  national  program.  The  Trust  has  a  database  as  well  as  HUD 
and  our  count  is  about  1,186  active  properties  involving  over 
133,000  active  units  in  the  preservation  pipeline,  over  one-third  of 
which  are  for  sale  to  nonprofit  organizations. 

We  are  speaking  about  preserving  these  apartments  at  a  time 
that  our  Nation  is  in  the  grips  of  an  affordable  housing  crisis.  Ac- 
cording to  recent  studies,  over  43  percent  of  our  Nation's  rental 
housing  stock  has  been  lost  over  the  last  two  decades. 

Now,  some  question  whether  this  stock,  the  stock  that  we  are 
talking  about  today,  the  stock  reflected  in  Mr.  Retsinas'  charts,  is 
worth  preserving.  I  have  provided  the  staff  a  book  of  photos  that 
I  hope  can  be  shared  with  the  Subcommittee. 

Senator  Mack.  I  noticed  that  the  first  project  was  in  Ft.  Myers, 
Florida,  my  home.  So  well  done. 

[Laughter.] 

Mr.  Bodaken.  It  was  actually  just  a  dart  that  I  threw  at  a  board. 

[Laughter.] 

I  knew  Florida.  I  didn't  know  how  accurate  I  had  been. 

[Laughter.] 

Well,  I  brought  to  the  Subcommittee  those  photos  for  a  reason. 
Those  photos  represent,  I  can  tell  you,  hundreds  of  other  photos 
that  the  Trust  collects  for  these  properties,  this  stock,  that  is  active 
in  the  preservation  pipeline  throughout  Utah,  Massachusetts,  Flor- 
ida, New  York,  and  Illinois  and  it  goes  on  and  on. 

As  you  can  see  if  you  have  looked  at  those  photos,  they  are  well 
located,  well  maintained  properties,  and  I  can  tell  you  they  are 
throughout  the  Nation  in  urban  and  rural  areas  alike. 

I  have  taken  those  photos.  Senator,  across  the  Hill.  I  can  tell  you 
that  I  have  spoken  to  Congress  People  and  there's  a  bipartisan  con- 
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cern  that  this  stock  be  preserved.  I  can  report  that  the  preservation 
program  has  always  enjoyed  bipartisan  support.  When  the  program 
was  adopted  in  1990,  it  was  a  bipartisan  program  to  try  to  conserve 
the  stock  because  we  need  it  to  serve  the  communities  in  which  it's 
located. 

The  program,  as  you  mentioned,  however,  has  been  too  expen- 
sive. It  was  in  response  to  that  concern  that  I  participated  in  trying 
to  reform  the  program.  Principally,  another  approach,  called  the 
Capital  Grant  Loan  Program,  which  is  a  part  of  the  Senate  Appro- 
priations bill.  The  Cap  Grant  Program  sets  four  cost  parameters 
that  are  not  presently  available. 

First,  it  eliminates  the  additional  project-based  Section  8  put  ad- 
ditionally on  these  properties.  It  wasn't  there  before,  to  finance  the 
take-out  and  acquisition  and  rehabilitation  that  is  so  desperately 
needed. 

Second,  it  sets  a  lower  Federal  cost  limit,  referred  to  by  Mr.  Rich- 
ardson, from  120  to  100  percent. 

Third,  it  basically  makes  sure  that  owners  who  are  not  really 
what  I  call,  false-positives,  people  who  are  really  not  going  to  play 
the  game  fairly,  won't  participate,  by  setting  up  an  equity  floor  of 
$5,000  per  unit. 

Fourth,  and  fundamentally,  we  close  the  universe  of  eligible 
properties  to  370,000  units  that  were  talked  about  earlier,  and 
close  it  down  to  about  100,000,  when  you  restore  the  owner's  right 
to  prepay. 

Now  the  alternative  to  preservation  and  one  that  was  alluded  to 
by 

Senator  Mack.  Mr.  Bodaken,  what  does  that  last  point  mean, 
going  from  370,000  to  100,000? 

Mr.  Bodaken.  We  basically  cut  off  the  eligibility  to  the  Cap 
Grant  Loan  Program  to  anyone  who  is  not  currently  participating, 
essentially,  and  restored  the  owner's  right  to  prepay.  When  you  do 
data  work  on  it,  you  start  with  133,000,  let's  assume.  Assume  a 
30,000  unit  prepayment  under  that  kind  of  scenario,  and  you  cut 
down  to  100,000  units  of  preservation.  That's  essentially  how  you 
get  to  it. 

Now  the  alternative,  and  I  believe  it's  in  part  what  was  proposed 
by  Commissioner  Retsinas  this  morning,  is  to  voucher  out  this 
housing.  Vouchers  certainly  have  some  appeal,  where  the  housing 
is  poor  and  where  people  want  to  leave.  But  vouchering  out  this 
housing  stock  is  both  wasteful  and  inefficient.  Congress  would,  in 
effect,  give  residents  but  one  choice — vouchers.  Ironically,  it  would 
actually  create  a  new  entitlement,  if  I  understand  the  Commis- 
sioner precisely,  for  tenants  who  are  not  presently  assisted  but  who 
would  receive  a  new  voucher. 

I  fear  that  what  tenants  fear  is  what  Congress  would  come  to  re- 
gret. What  would  happen  each  and  every  fall  is  that  we  would 
come  up  to  the  line  and  say,  do  we  need  to  fund  this  again?  Do  we 
need  to  fund  these  new  vouchers  again? 

Ironically,  what  is  the  criticism  of  the  present  program,  the  long- 
term  project-based  Section  8,  you  are  now  substituting,  if  I  under- 
stand the  Administration's  proposal  precisely,  with  another  pro- 
gram that  gives  Section  8,  this  time  to  the  residents.  But  neverthe- 
less gives  Section  8  to  over  100,000  families  and  seniors  who  are 
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now  living  in  these  properties.  I  respectfully  believe  that  the  num- 
bers provided  by  the  Administration  about  the  cost  of  that  program 
far  understate  its  actual  cost. 

Additionally,  the  constituency  for  vouchers  seems  to  be  confined 
to  the  boundaries  of  Washington,  DC. 

I  have  been  working  on  housing  policy  for  over  20  years  and  I 
know  of  no  resident  group,  no  nonprofit  I  represent,  who  would  in 
fact  support  that  kind  of  policy.  I  don't  believe  that  those  resident 
groups  who  endorse  in  writing  the  nonprofits  I  represent,  who  en- 
dorse in  writing  the  purchase  of  their  units,  who  endorse  in  writing 
the  purchases  by  these  nonprofit  groups,  would  in  fact  agree  to  a 
voucher  alternative. 

If  for  any  reason,  however,  the  Senate  decides  to  restore  the  pre- 
payment right,  it  is  crucial  that  there  be  a  preservation  viable  op- 
tion this  year  available  to  owners.  The  deals  we  are  working  on, 
the  ones  that  are  referred  to  by  Mr.  Retsinas  that  have  not  yet 
been  approved  but  will  be  approved  in  fiscal  year  1996,  need  to  be 
concluded  this  year,  or  I  am  afraid  that  you  will  see  widespread 
prepayment  by  owners  who  have  offered  their  units.  The  people 
who  are  going  to  be  hurt  by  that  are  the  residents  and  nonprofits 
I  represent.  The  owners  will  receive  their  right  to  prepay  and  they 
will  be  able  to  convert  to  market-rate  housing.  But  the  residents 
and  nonprofits  I  think  will  be  hurt  the  most. 

Allow  me  to  close  by  saying  that  if  Congress  can  agree  to  the 
simple  wisdom  of  conserving  this  mixed-income  housing  stock  that 
serves  communities  in  which  it's  located,  that  I  merely  believe  it's 
a  question  of  how  we  reach  that  goal. 

Thank  you. 

Senator  Mack.  Thank  you,  Mr.  Bodaken. 

Mr.  Cravitz,  you  have  a  statement  as  well?  Please  proceed. 

OPENING  STATEMENT  OF  ALAN  R.  CRAVITZ,  DEVELOPERS 
MORTGAGE  CORPORATION,  CfflCAGO,  IL 

Mr.  Cravitz.  I  would  like  to  thank  you.  Senator  Mack,  and  the 
Members  of  the  Subcommittee  for  asking  me  to  participate  in  to- 
day's hearing.  My  name  is  Alan  Cravitz  and  I  am  the  President  of 
Developers  Mortgage  Corporation  in  Chicago,  a  firm  founded  in 
1979  to  finance  HUD-insured 

Senator  Mack.  Can  you  pull  that  microphone  a  little  bit  closer? 

Mr.  Cravitz.  A  firm  founded  in  1979  to  finance  HUD-insured 
multifamily  projects. 

Since  the  passage  of  the  Preservation  Act  of  1987,  we  have  ac- 
tively represented  owners  and  not-for-profit  purchasers  of  low-in- 
come housing  projects  and  have  to  date  helped  preserve  over  4,000 
units  in  Illinois,  Wisconsin,  and  Iowa. 

I  am  here  to  try  to  answer  two  fundamental  questions.  Would 
owners  of  projects  in  the  prepayment  inventory  prepay  their  HUD- 
subsidized  mortgages  and  terminate  affordability  restrictions  if 
they  were  given  the  opportunity?  And  if  so,  what  would  be  the  ef- 
fect of  prepayment  on  current  and  future  tenants? 

Based  on  my  experience  working  with  the  owners  of  projects  in 
the  prepayment  inventory,  the  answer  to  the  first  question  is  yes. 
Most  owners  would  prepay  their  loans  and  terminate  the  afford- 
ability restrictions. 
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In  my  written  testimony,  I  describe  in  detail  preservation 
projects  in  two  adjacent  but  distinctly  different  neighborhoods  in 
Chicago — one  a  gentrified,  upscale  community,  Lincoln  Park,  the 
other  a  community  called  Uptown,  which  until  recently  could  best 
be  described  as  a  problematic  area. 

In  these  two  areas,  two  loans  had  been  prepaid  (one  in  each  of 
the  communities)  prior  to  the  enactment  of  the  preservation  stat- 
utes. In  both  of  the  projects  in  which  the  HUD-subsidized  mort- 
gages had  been  prepaid,  project  rents  are  substantially  higher  than 
those  charged  at  projects  in  the  same  communities  which  are  still 
subject  to  the  affordability  restrictions. 

Significant  displacement  of  tenants  took  place  at  both  buildings 
once  prepayment  had  occurred.  Neither  project  has  any  voucher  or 
certificate-holders  currently  living  in  the  developments,  even 
though,  in  the  case  of  one  of  the  properties,  all  tenants  were  pro- 
vided vouchers  by  HUD  at  the  time  of  prepayment. 

The  unsubsidized  values  are  significantly  higher  than  the  cur- 
rent outstanding  debt  for  the  five  properties  in  the  market  area 
that  are  still  subject  to  HUD  rent  restrictions.  Upon  prepayment, 
owners  of  properties  in  these  communities,  particularly  the  Lincoln 
Park  community,  would  seriously  consider  uses  other  than  rental 
housing  for  their  properties,  uses  such  as  condominium  or  senior 
retirement  housing. 

I  think  that  when  the  question  is  asked  whether  or  not  owners 
would  prepay,  what  we  are  really  asking  is  when  will  owners  pre- 
pay. 

I  get  the  impression  that  when  Commissioner  Retsinas  says  20 
to  35  percent  that  he  is  really  referring  to  owners  who  are  prepared 
to  prepay  as  soon  as  possible  once  the  restrictions  are  lifted. 

I  think  if  you  broaden  the  horizon  to  the  next  2  years,  you'll  find 
that  more  and  more  owners  will  prepay  and  I  believe  that  during 
that  period  of  time,  a  majority  of  owners  will  prepay  their  loans. 

Once  again,  in  my  written  testimony — I  don't  want  to  go  back 
through  it — I  go  through  all  sorts  of  reasons  why  I  think  this  is  the 
case,  some  of  which  Senator  Bennett  has  alreadv  touched  upon.  In 
Chicago,  as  in  Utah,  we  are  finding  really  tignt  rental  markets. 
Rents  are  increasing.  The  two  prepaid  projects,  one  has  100-percent 
occupancy  with  a  waiting  list.  The  other  has  a  97-percent  occu- 
pancy. 

These  loans  balances  are  small.  I  guess  I  could  go  through  a 
whole  list  of  reasons  why  I  think  owners  would  prepay. 

I  also  don't  think  that  the  circumstances  are  limited  to  the 
projects  that  I  detail  in  my  study.  But  I  feel  that,  certainly,  in  the 
Chicago  suburban  market,  as  well  as  in  other  parts  of  the  country, 
owners  would  prepay  these  loans,  and  at  that  time  significantly  in- 
crease rents  over  those  that  are  currently  in  the  projects. 

I  just  want  to  touch  briefiy  on  the  question  of  vouchers  from  my 
position  as  a  mortgage  banker. 

My  feeling  is  that  owners  would  not  accept  vouchers  in  projects, 
or  would  not  accept  100-percent  vouchers  in  projects,  because  the 
financing  markets  are  not  prepared  to  provide  loans  to  owners 
where  projects  have  100  percent  voucher  tenants. 

Vouchers  provide  a  very  unstable  source  of  income.  They  could 
be  cut  off  any  year  Congress  decides  not  to  fund  them.  I  have  tried 
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to  finance  projects  which  have  tenants  with  vouchers  with  HUD 
and  have  been  turned  down  for  the  same  reason  I  just  gave.  So  I 
feel  that  providing  vouchers  may  not  be  an  alternative  that  owners 
who  prepay  will  be  able  to  live  with. 

Thank  you. 

Senator  Mack.  Thank  you  very  much. 

Next  we  will  hear  from  Janice  Niedzielski. 

OPENING  STATEMENT  OF  JANICE  NIEDZIELSKI,  PRESIDENT 

LOS  ROBLES  APARTMENTS  RESIDENTS  ASSOCIATION 

UNION  CITY,  CA 

Ms.  Niedzielski.  Good  morning,  Mr.  Chairman,  Member  of  the 
Subcommittee,  ladies  and  gentlemen. 

Let  me  start  by  saving  thank  you  for  this  honorable  opportunity 
to  testify  on  the  need  for  a  preservation  program.  I  am  hoping  you 
are  all  aware  that  the  homeless  population  in  America  is  growing 
daily  and  the  decisions  you  make  in  these  chambers  affect  real  peo- 
ple, not  just  dollar  amounts  on  a  budget. 

In  the  package  I  have  handed  you,  you  will  see  some  of  the  faces 
of  the  people  who  could  be  added  to  the  population  of  homeless 
Americans  if  there  is  no  preservation  program.  The  people  who  will 
be  displaced  if  you  eliminate  preservation  and  allow  the  owners  to 
prepay  their  mortgages  and  sell  their  complexes  on  the  open  mar- 
ket. 

Some  people  think  HUD-subsidized  housing  complexes  are 
slums,  and  the  majority  of  the  residents  who  live  there,  unem- 
ployed. As  you  can  see  in  the  pictures,  Los  Robles  is  a  clean,  well- 
maintained  complex  consisting  of  140  units.  It's  the  only  HUD-sub- 
sidized complex  in  Union  City,  California.  The  people  in  these  units 
are  seniors,  families,  disabled  and  working  people  from  many  dif- 
ferent ethnic  backgrounds.  Incomes  range  from  very  low  to  low  and 
moderate. 

This  is  one  of  the  few  places  in  Alameda  County  that  allows  the 
low-income  families  in  3-,  4-,  and  5-bedroom  units  to  have  a  safe, 
healthy,  affordable  living  environment. 

I  understand  that  you  want  to  make  changes  in  the  preservation 
program,  but  I  hope  you  do  it  in  a  way  that  will  not  be  a  hardship 
for  residents. 

Residents  at  Los  Robles  and  similar  projects  across  the  country 
are  facing  three  possible  options: 

The  first  option  allow  the  owner  to  prepay  and  give  the  residents 
vouchers.  This  option  stinks  and  will  eventually  lead  to  displace- 
ment. At  Los  Robles,  140  families  could  be  disrupted  and  many  will 
end  up  homeless  for  three  reasons. 

(A)  As  you  can  see  by  the  newspaper  rental  ads  in  the  package, 
the  vacancy  rates  are  very  low  in  Union  City  and  there  are  vir- 
tually no  3-,  4-,  and  5-bedroom  units  in  the  surrounding  area.  A 
voucher  is  useless  if  there  are  no  units  available. 

(B)  Many  owners  will  not  accept  vouchers.  Included  in  the  pack- 
age are  rental  ads  stating  specifically  they  will  not  accept  Section 
8  vouchers.  There's  nothing  written  that  says  they  must  accept 
them  and  if  there  were,  enforcement  would  be  weak  and  spotty. 
Not   only   are   vouchers   unacceptable   to   many   owners,   the   con- 
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sequences  of  the  displacement  would  be  more  costly  for  the  Govern- 
ment in  the  long-run. 

(C)  It's  our  understanding  vouchers  will  only  be  good  for  1  to  2 
years.  What  will  these  families  do  after  that? 

Our  second  option  would  be  to  allow  the  owner  to  prepay  and 
build  replacement  units  in  the  area.  I  am  no  expert,  but  it  would 
seem  the  preserving  Los  Robles  and  similar  projects  rather  than  re- 
placing them  would  make  more  economic  sense. 

Our  third  option  preserves  Los  Robles  and  similar  projects  with 
a  Capital  Grant.  We  support  this  option.  We  understand  it  to  be 
the  least  expensive  for  HUD,  and  feasible  for  Los  Robles. 

The  only  additional  request  is  to  keep  the  current — not  new — 
project-based  Section  8  contracts  in  place.  At  Los  Robles,  for  exam- 
ple, 42  very  low-income  families,  seniors,  or  disabled  citizens, 
would  be  assured  affordable  housing. 

Finally,  the  residents  at  Los  Robles  have  formed  a  resident  coun- 
cil, hired  a  consulting  team,  and  selected  a  nonprofit  to  act  as  our 
cosponsor — Ecumenical  Association  for  Housing.  EAH  manages 
over  1,000  apartments  and  has  a  strong  track  record  of  successful 
ownership.  Los  Robles  residents  and  Ecumenical  Association  for 
Housing  will  own  and  operate  the  project.  Their  involvement  will 
enable  the  financing  and  rehabilitation  plan  to  be  put  together 
promptly. 

Both  the  EAH  and  the  residents  will  appoint  board  members  to 
the  board  that  will  oversee  the  project.  By  being  involved  as  own- 
ers, the  residents  will  gain  the  responsibility  and  control  of  their 
homes  and  their  community.  Without  a  preservation  program,  such 
involvement  would  not  be  possible.  Nor  will  vouchers  preserve  af- 
fordable housing,  or  empower  the  residents  to  govern  their  homes 
and  their  communities. 

You  have  an  excellent  program  that  preserves  our  homes,  in- 
creases our  awareness,  and  stabilizes  our  families  in  economic  hard 
times.  Please  make  it  more  efficient,  but  please,  please  don't  throw 
it  out. 

Again,  thank  you  for  the  opportunity  to  be  here  today.  It's  truly 
an  honor  for  me. 

I  would  like  to  acknowledge  Ms.  Carol  Owen,  also  a  resident  of 
Los  Robles,  who  is  very  involved  in  preserving  affordable  housing. 

If  you  have  any  questions,  I  will  be  happy  to  answer  them. 

Senator  Mack.  Thank  you  very  much  for  your  input  this  morn- 
ing. Thank  all  of  you. 

Senator  Kerry,  did  you  have  an  opening  statement? 

Senator  Kerry.  No. 

Senator  Mack.  A  couple  of  questions  came  to  my  mind  as  com- 
ments were  made.  Is  the  25  to  30  percent  that  would  prepay,  is 
that  a  generally  accepted  point? 

Mr.  Richardson.  Senator,  it's  a  difficult  number  to  estimate.  I 
think  that  Alan  Cravitz's  observation  is  appropriate.  The  number 
that  would  prepay  is  going  to  vary  directly  with  the  type  of  pro- 
gram that's  available  to  preserve  the  housing. 

If  there  is  no  program  available  to  preserve  the  housing,  that 
percentage  will  be  much  higher.  There  will  be  money  available  for 
prepayment.  Most  of  these  properties  are  owned  by  limited  part- 
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nerships.  The  investor  limited  partners  were  brought  in  for  certain 
tax  considerations  that  are  no  longer  available. 

General  partners  have  a  fiduciary  responsibility  to  their  limited 
partners,  and  limited  partners  will  insist  that  the  properties  pre- 
pay in  order  to  realize  some  economic  benefit  and  to  get  away  from 
the  current  situation  in  which  there  is  very  little  cashflow.  There 
is  increasing  tax  liability  and  that  makes  limited  partners  very  im- 
patient. 

So  I  would  say  that  that  number  will  increase  well  above  50  per- 
cent. We  acknowledge  that  maybe  a  quarter  of  the  stock  is  in 
neighborhoods  where  there  is  no  economic  value  beyond  assisted  af- 
fordable housing.  But  I  don't  think  the  percentage  is  going  to  be 
much  below  75  percent. 

Senator  Mack.  One  other  question  that  came  to  mind  again  has 
to  do  with  the  vouchers.  It  seems  like  that  creates  a  lot  of  interest 
when  you  talk  about  vouchers. 

Mr.  Cravitz,  mortgage  bankers  are  uncomfortable  with  vouchers. 
But  I  am  under  the  impression  that  most  projects  already  have  ei- 
ther 90  to  100  percent  Section  8.  Maybe  that's  Section  8 — so  there's 
very  few  Section  8  vouchers.  Is  that  correct? 

I  am  getting  to  the  point  here  that  I  was  under  the  impression 
that  there  was  a  lot  of  Section  8  money  involved.  But  I  guess  the 
point  you  are  making  is  it's  tenant-based  versus  project-based.  Is 
that  right,  Mr.  Cravitz? 

Mr.  Cravitz.  It's  tenant-based  versus  project-based.  Also,  these 
are  now  projects  that  have  HUD  mortgages  on  them.  But  to  the  ex- 
tent that  they  do  have  Section  8  vouchers,  it's  HUD  that's  already 
really  made  the  loan  on  those.  I  am  talking  about  going  out  to  a 
lender 

Senator  Mack.  You  are  going  into  the  private  market. 

Mr.  Cravitz.  Going  to  a  bank. 

Senator  Mack.  Uninsured.  OK. 

Mr.  Retsinas.  Most  of  the  existing  Section  8  subsidy  is  project- 
based  in  this  portfolio,  Senator. 

Senator  Mack.  Mr.  Retsinas,  let  me  focus  in  on  this  capacity 
question  again,  which  you  referred  to  in  your  opening  comments 
and  we  have  talked  about  before. 

In  an  area  of  reduced  resources  and  downsizing,  what  is  HUD's 
ability  to  effectively  carry  out  a  preservation  program  considering 
its  other  responsibilities  and  capacity  limitations? 

Mr.  Retsinas.  We  have.  You  know  as  well  as  anyone  in  this  Con- 
gress the  resource  and  the  capacity  limitations  that  we  have,  and 
our  responsibilities  not  only  in  this  area  but  in  a  variety  of  other 
programs.  Therefore,  in  suggesting  to  you  that  consideration  be 
given  to  a  targeted  preservation  program,  a  capital  grant  proposal, 
I  was  suggesting  that  we  need  to  take  great  pains  together,  that 
it  is  a  program  that  minimizes  the  HUD  role.  The  HUD  role  ought 
to  be  as  an  overseer,  not  necessarily  as  an  implementor. 

The  process  we  have  now,  again,  well-intentioned,  is  laborious. 
It's  cumbersome.  It's  labor-intensive  and  labor  is  something  that 
we  do  not  have  an  abundance  of. 

Senator  Mack.  Let  me  again,  Mr.  Retsinas,  focus  in  on  the  Cap 
Grants  issue.  As  you  know,  the  Senate  appropriators  recently  ap- 
proved a  new  preservation  program  which  could  replace  LIHPRHA 
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with  an  approach  that  restores  the  owner's  right  to  prepay  and 
capital  grants  or  loans  to  finance  preservation  incentives. 

Although  the  program  has  many  merits,  some  housing  experts 
have  expressed  concerns  about  the  concept.  These  concerns,  among 
others,  include  the  incentives  being  provided  may  actually  be  great- 
er than  under  LIHPRHA. 

Second,  since  owners  receive  most  of  their  equity  up  front,  their 
commitment  to  maintaining  housing  quality  may  be  questionable 
and  may  require  additional  Federal  assistance  in  later  years. 
Third,  HUD  will  be  required  to  monitor  the  property  insurance. 

Give  me  a  reaction  to  those  points. 

Mr.  Retsinas.  Those  are  legitimate  concerns.  I  believe  that  given 
our  limited  capacity,  we  would  be  able  to  administer  a  highly  tar- 
geted, a  highly  streamlined  capital  grant  program.  But  the  con- 
cerns which  you  reference  are  legitimate  ones,  legitimate  ones 
about  the  ongoing  Federal  oversight,  the  concern  that  you  reference 
about  the  implication  that  over  time,  that  these  projects,  as  they 
age,  will  have  other  kinds  of  capital  or  repair  needs  and  what  will 
be  the  linkage  and  obligation  to  the  Federal  Government. 

All  those  are  very,  very  legitimate.  That's  why  I  am  suggesting, 
if  we  go  down  that  path,  we  ought  to  hone  that  in  and  target  it 
in  as  much  as  possible. 

Senator  Mack.  What  about  the  issue  of  the  equity  up  front? 

Mr.  Retsinas.  Just  that.  I  don't  argue  with  the  principle  of  a 
Capital  Grant  program.  I  argue  about  how  many  properties  it 
would  affect.  I  do  have  some  questions  about  the  specific  structure 
in  the  legislation,  but  they  really  are  relatively  technical  questions. 

For  example,  in  the  proposal,  it  talks  about  a  Capital  Grant  pro- 
gram that  would  be  in  part  a  capital  loan  program.  I  have  unfortu- 
nate experience  over  the  last  couple  of  years  in  the  Government's 
abilities  to  oversee  a  loan  program  and  what  are  its  implications 
over  time.  But  I  think  those  are  almost  mechanical  programs  in  de- 
sign of  the  program. 

Yes,  I  am  concerned,  given  our  history  of  subsidized  housing, 
about  any  form  of  financial  assistance  where  the  assistance  is  fo- 
cused at  the  front  end.  We  need  to  design  programs  that  have  on- 
going incentives  to  run  efficiently  over  time,  not  just  at  the  front 
end. 

Senator  Mack.  What  kind  of  leverage  does  HUD  have  in  ensur- 
ing that  housing  quality  is  going  to  be  maintained? 

Mr.  Retsinas.  The  leverage  we  have  is  anytime — for  example, 
let's  go  back  to  vouchers  again  for  a  second.  Whenever  a  voucher 
is  used,  there  is  an  annual  certification  that  the  unit  meets  house 
and  quality  standards. 

Senator  Mack.  I  would  like  to  give  the  rest  of  you  now  an  oppor- 
tunity to  respond  to  those  same  questions. 

Mr.  Richardson,  do  you  have  some  thoughts  along  that  line? 

Mr.  Richardson.  Senator,  picking  up  on  your  last  point  about 
concern  that  funding  properties  at  the  front  end  is  somehow  an  un- 
stable way  to  do  it.  Your  last  question  had  to  do  with  what  controls 
does  HUD  have  to  ensure  that  owners,  be  they  for-profit  or  not-for- 
profit,  maintain  the  properties  to  meet  housing  quality  standards. 

For  a  for-profit  owner  who  receives  a  capital  loan,  it  is  as  simple 
as  calling  the  loan  if  the  property  is  out  of  compliance.  There  are 
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some  very  direct  and  very  powerful  tools  that  a  lender  has,  and  in 
this  case,  HUD  would  have  to  continue  to  have  control.  Owners  are 
not  going  to  run  off  and  just  let  properties  deteriorate. 

Mr.  BoDAKEN.  I  would  like  to  respond  to  the  capacity  question 
because  I  think  it's  fundamental  to  what  may  be  the  Department's 
concern  as  we  go  forward. 

In  the  current  law,  there  is  a  Capital  Grant  mechanism  per- 
mitted that  Commissioner  Retsinas  kind  of  referenced  earlier  that 
they  are  using  now  to  close  the  seven  nonprofit  transactions  under 
the  current  law.  It  does  not  require  long-term  project-based  Section 
8  financing.  It  does  not  require  significant  Federal  oversight.  It 
would  change — the  Capital  Grant  mechanism  would  really  change 
the  Department's  burdensome  requirements  on  the  plan  of  action, 
which  is  in  fact  the  document  that  I  think  perhaps  has  led  to  the 
complexity  of  the  program  because  it  doesn't  require  a  241(f)  loan 
or  it  doesn't  require  a  lot  of  detail  about  the  property. 

So  I  guess  I  want  to  say  that  I  think,  with  respect  to  the  Capital 
Grant  program,  that  I  am  particularly  confident  that  you'll  main- 
tain these  mixed-income  properties,  which  I  think  is  one  of  the  Sec- 
retary's priorities.  That's  my  understanding.  The  Secretary  is  try- 
ing to  create  mixed-income  communities.  We  are  trying  to  preserve 
the  same  thing. 

You  can  do  it  a  lot  better  and  a  lot  more  efficiently  and  a  lot  easi- 
er with  the  Capital  Grant  program  than  you  can  with  the  present 
program.  It  was  already  in  the  present  law  available  to  HUD  to  do 
it  that  way. 

Senator  Mack.  You  want  to  make  some  comments? 

Mr.  Cravitz.  I  think  that  Commissioner  Retsinas'  chart  shows 
that  the  program  really  is  working  and  HUD  has  the  capacity. 

I  know  when  we  first  started  working  on  preservation  projects, 
it  was  a  very  slow  and  full  process  for  everybody  to  understand  the 
regulations  and  handbooks  involved  in  processing  projects  under 
this  program. 

I  think  we  have  all  figured  it  out  now.  One  of  the  lawyers  I 
talked  to  before  was  complaining  about  the  fact  that  it's  gotten  so 
easy,  he  can't  charge  by  the  hour  any  more.  He  has  to  charge  a  fiat 
fee. 

[Laughter.] 

I  really  feel  that  we  have  a  program  that  finally  works.  What  we 
are  only  doing  here  is  substituting  a  grant  for  what  ultimately 
would  be  the  loan.  Actually,  the  grant  program  simplifies  this  proc- 
ess. Not  only  does  it  make  it  a  much  less  expensive  process,  but 
really  goes  a  long  way  to  simplifying  enormous  parts  of  the  process 
from  figuring  out  how  rent  increases  are  phased  in  to  figuring  out 
what  new  tenants'  rents  are,  and  so  on. 

As  you  know,  under  the  grant  program,  rents  would  basically 
stay  the  same  to  current  tenants.  But  I  think  that  it's  a  simpler 
program  and  I  think  that  HUD  could  certainly  handle  processing 
the  cases  that  are  in  the  pipeline. 

Senator  Mack.  Yes. 

Ms.  NiKDZlKLSKl.  As  far  as  the  residents,  I  think  the  cosponsor 
of  a  nonprofit  could  pretty  much  be  the  overseer  as  far  as  the  prop- 
erty being  kept  up.  But  it  gives  the  residents  a  great  deal  of  self- 
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esteem  to  be  able  to  own  their  own  complex  and  be  able  to  have 
a  voice  in  how  it's  run  and  how  it's  maintained. 

I  don't  think  that  any  of  the  projects  that  are  with  residents  hav- 
ing a  voice  in  how  things  are  done  would  be  run  down  or  be  in  jeop- 
ardy of  a  slum. 

Senator  Mack.  Senator  Kerry. 

Senator  Kerry.  Go  ahead,  Senator  Bennett. 

Senator  Bennett.  Thank  you,  Mr.  Chairman. 

You  made  reference  to  the  Capital  Grant  reform  that  we  included 
in  the  HUD  appropriations  bill.  Mr.  Retsinas,  does  the  Administra- 
tion endorse  that  approach  as  the  best  approach,  nationally? 

Mr.  Retsinas.  We  endorse — to  go  over  what  I  said  before,  to  the 
extent  funds  can  be  identified,  we  believe  a  Capital  Grant  approach 
is  a  more  efficient  approach  than  the  current  preservation  program. 

We  have  specific  criticisms  about  component  parts  of  the  Senate 
legislation  and  further,  we  believe,  in  an  era  of  limited  resources, 
we  think  the  Capital  Grants  ought  to  be  focused  on  those  trans- 
actions that  involve  sales  to  not-for-profits  of  public  purchasers 
that  have  strong  resident  components,  like  the  kind  of  joint  venture 
that  my  colleague  here  at  the  table  talked  about. 

Senator  Bennett.  You  have  shown  us  the  pipeline.  How  much 
is  in  the  preservation  pipeline,  where  the  owners  have  filed  a  no- 
tice to  preserve  or  prepay?  Would  the  Capital  Grant  program  limit 
these  owners? 

Mr.  Retsinas.  I  don't  understand  your  question,  Senator.  I  am 
sorry. 

Senator  Bennett.  Well,  let's  take  this.  How  many  have  filed  a 
notice  to  preserve  or  prepay? 

Mr.  Retsinas.  There  are,  in  the  queue,  and  let's  go  back  to  the 
chart  there.  There  are  about  1,100  projects  involving  126,000  units 
that  are  involved  in  various  stages  of  processing. 

Senator  Bennett.  But  how  many  of  them  have  filed  a  notice  to 
prepay? 

Mr.  Retsinas.  Five  have  been  approved  for  actual  notices  to  pre- 
pay, under  the  present  law,  with  the  present  standards. 

Senator  Bennett.  Are  there  any  who  have  not  been  approved 
who  have  said,  we  have  filed  a  notice  that  we  plan  to  prepay  under 
present  law? 

Mr.  Rf:tsinas.  No,  not  under  the  present  law.  There  are  some — 
there  are  seven  projects  that  have  a  right  to  prepay  between  now 
and  the  middle  of  November,  and  we  are  using  the  resources  under 
the  continuing  resolution  approved  by  the  Congress  to  finance 
those  transactions,  all  of  which  involve  sales  which  would  preserve 
that  housing. 

Mr.  BoDAKEN.  If  I  could.  Senator.  I  apologize.  I  want  to  embellish 
a  little  bit.  If  I  am  off-base,  just  say  so. 

The  current  program  allows  an  owner  to  prepay  if  HUD  doesn't 
provide  funding  within  a  certain  timeframe.  The  reason  there  has 
only  been — and  it  effectively  prevents  prepayment  until  then. 

The  eight  or  the  five  that  have  been  approved  were  really  kind 
of  relics  out  of  the  1,186  projects.  But  the  seven  that  are  coming 
up  would  have  prepaid  if  HUD  wouldn't  have  provided  the  funding. 
That's  what's  going  to  happen  unless  there's  something  done  this 
year.  Under  the  current  law,  that's  how  prepayment  comes  at  you. 
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Mr.  Retsinas.  As  a  matter  of  fact,  just  to  further  give  facts  and 
data,  as  of  December  1st,  somewhere  between — that's  the  next  big 
jump.  There's  somewhere  between  40  and  45  projects  that  would  be 
eHgible  to  prepay  on  or  about  December  1st. 

Mr.  BoDAKEN.  And  that  will  keep  rolling. 

Senator  Bennett.  So  we  are  back  to  Mr.  Richardson's  point  that 
as  many  of  them  will  as  possibly  can.  He  is  disputing  your  point, 
Mr.  Retsinas,  when  you  said  it  was  about  20  percent.  You  are  say- 
ing it  would  be  substantially  higher  than  that. 

Mr.  Retsinas.  I  meant  to  say  that  between  20  and  35  percent  of 
the  residents,  upon  prepayment,  would  experience  rent  increases 
beyond  the  current  voucher  payment  standard.  But  it  is  possible 
for  an  owner  to  prepay.  But  then  they  still  might  make  available 
those  units,  for  example,  to  tenants  with  vouchers.  It  doesn't  nec- 
essarily mean  a  displacement. 

Senator  Bennett.  No,  I  understand. 

Mr.  Retsinas.  Depending  on  how  you  design  the  voucher  system, 
you  could  design  it  in  a  way  that  could  support  rents  that  exceed, 
market  rents,  that  exceed  fair  market  rents. 

Senator  Bennett.  Mr.  Cravitz,  do  I  understand  your  testimony 
that  the  voucher  simply  delays  resolution  of  this  for  a  year  or  two, 
on  the  basis  that  you  can't  get  mortgage  money  if  you  are  dealing 
with  vouchers?  In  other  words,  if  the  existing  tenants  receive 
vouchers,  will  this  take  care  of  displaced  seniors,  or  will  it  merely 
postpone  the  resolution  of  this  thing  for  a  year  or  two? 

Mr.  Cravitz.  I  think,  once  owners  have  prepaid,  then  tenants 
with  vouchers  may  be  allowed  to  stay.  Maybe  they  will  stay  for  a 
year.  Maybe  they  will  be  all  asked  to  leave. 

My  feeling  is  that  owners  will  eventually  find  that  having  ten- 
ants with  1-year  vouchers  subject  to  renewal  by  Congress  each 
year,  subject  to  scrutiny  by  local  housing  authorities.  I  shudder  at 
the  thought  of  owners  having  to  deal  with  the  Chicago  Housing  Au- 
thority in  terms  of  trying  to  get  voucher  rents  approved  and  finding 
out  that  their  projects  meet  housing  quality  standards. 

I  think  that  we  go  year  to  year  with  owners  who  prepay  and  ac- 
cept vouchers.  I  think  for  those  reasons,  as  well  as  the  difficulty 
in  financing,  owners  may  have  a  hard  time  in  accepting  people 
with  vouchers  to  stay  in  the  properties. 

Senator  Bennett.  Even  if  they  have  a  long  history  of  experience 
with  those  tenants  and  the  experience  has  been  good?  Even  if  the 
tenants  have  not  torn  the  place  up? 

Mr.  Cravitz.  I  don't  want  to  overstate  it.  But  I  think  where  you 
start  to  run  into  a  problem  is,  let's  assume  I  have  a  building  that 
has  100  units  and  I  prepay  my  loan.  HUD  provides  vouchers  for 
those  100  tenants  and  I  like  those  100  tenants  and  I  am  going  to 
let  them  stay  in  the  building.  They  are  seniors  and  they  maintain 
the  property. 

It's  a  year  later  and  ten  of  those  seniors  leave  the  building.  For 
whatever  reason,  they  move  out.  Now  I  have  a  property  that  has 
90  units  occupied  by  tenants  with  vouchers  and  I  have  to  go  out 
and  rent  ten  units  at  what  are  market  rents  because,  remember, 
rents  have  now  gone  up  to  whatever  the  market  is  in  that  commu- 
nity. 
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I  now  have  to  find  ten  seniors  or  ten  people  who  want  to  live  in 
this  building  where  everyone  else  has  a  voucher.  Or  I  could  try  to 
find  other  people  with  vouchers  who  are  seniors  to  live  there.  But 
I  have  created  a  problem  in  that  I  have  a  building  that  is  predomi- 
nantly Section  8  and  I  am  trying  to  rent  units  now  to  market-rate 
tenants. 

I  think  that's  where  you  start  to  run  into  some  problems.  Re- 
member, vouchers  are  portable.  Just  like  the  owners  may  not  ac- 
cept people  with  vouchers,  it's  also  possible  that  tenants  may  not 
want  to  stay  in  that  building  with  a  voucher. 

As  you  start  to  see  tenants  leaving,  either  because  they  found  an- 
other unit,  possibly,  or  for  whatever  reasons  people  leave  buildings, 
I  think  you  are  going  to  have  a  hard  time  rerenting  units  in  those 
properties.  I  think  that's  the  kind  of  issue  that  people  in  the  fi- 
nance community  are  going  to  look  at  in  terms  of  making  any  kind 
of  long-term  lending  commitments  to  these  types  of  buildings. 

I  don't  want  to  make  the  argument  that  I  think  every  senior  in 
a  building  given  a  voucher  is  going  to  be  tossed  out.  I  don't  think 
that's  the  case.  But  I  think  that  it's  going  to  create  problems  for 
owners  that  they  really  don't  need  to  deal  with. 

Michael  Bodaken  mentioned  this  before.  In  my  dealings  with  a 
lot  of  community  groups  and  owners,  I  don't  hear  seniors  or  ten- 
ants in  these  buildings  asking  to  receive  Section  8  rental  assist- 
ance, asking  for  vouchers.  I  think  really  what  they  want  to  do  is 
stay  in  their  buildings.  They  have  been  paying  the  rents  that  they 
have  been  paying  in  these  properties  for  a  long  time  now  and  no- 
body seems  to  be  complaining  about  the  rents  that  much. 

I  think  what's  really  more  important  for  them  is  to  be  able  to 
stay  in  these  properties.  I  think  what  we  are  doing  with  vouchers 
is  creating  a  great  deal  of  uncertainty  for  these  tenants,  for  these 
owners,  for  the  finance  community  about  who  it  is  that  you  are 
going  to  have  in  these  buildings  and  how  they  are  going  to  pay 
their  rent. 

Senator  Bennett.  Do  you  believe  that  vouchers  work  less  well? 
You  don't  like  them  at  all;  I  can  gather  that  from  what  you  are  say- 
ing. But  would  you  say  that  they  would  work  less  well  in  the 
strong  economies,  the  high  housing  costs,  low  vacancy  areas,  than 
they  would  perhaps  where  there  are  some  vacancies  and  where  ten- 
ants have  more  opportunities? 

Mr.  Cravitz.  I  think  so.  There  are  several  issues  as  regards 
vouchers  that  I  think  make  them  problematic. 

Commissioner  Retsinas  talked  about  a  voucher  here  that  would 
be  potentially  geared  toward  not  this  fair  market  rent  standard, 
but  the  rents  that  are  going  to  be  charged  at  a  property,  something 
higher  than  the  fair  market  rent,  but  something  that  at  least 
would  enable  a  tenant  to  stay  in  their  building. 

I  am  finding  that  in  general  since  HUD  is  lowering  the  rent 
standards  for  which  they  are  willing  to  pay  for  vouchers,  it  reduces 
the  amount  of  opportunity  that  tenants  with  vouchers  have. 

The  rent  standard  for  Chicago  covers  the  six-county  Chicago  met- 
ropolitan area.  It  covers  areas  of  the  city  that  are  problematic 
areas.  It  covers  like  Lake  Forest,  which  has  the  highest  per-capita 
income  in  the  country. 
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The  rent  standard  is  one  number  that  is  meant  to  cover  8  milHon 
people  and  very  diverse  areas. 

I  feel  that  what's  going  to  wind  up  happening  is,  in  many  in- 
stances, that  people  with  vouchers  are  going  to  wind  up  being 
forced  into  the  least  desirable  housing  in  a  community,  forced  out 
of,  in  some  cases,  where  they  are  living  now,  and  forced  into  less 
desirable  housing. 

Senator  BENNETT.  I  take  it  you  feel  that  the  Capital  Grant  re- 
form included  in  the  Senate  HUD  appropriations  bill  is  the  best  ap- 
proach. 

Mr.  Cravitz.  Absolutely. 

Senator  Bennett.  Mr.  Richardson,  you  wanted  to  comment. 

Mr.  Richardson.  Yes.  Thank  you,  Senator.  I  just  want  to  make 
one  comment  about  the  vouchers. 

I  think  that  the  kind  of  complications  on  financing  that  Alan 
Cravitz  describes  are  realistic.  However,  it  is  very  clear  the  owners 
support  this  bill.  We  support  and  feel  it's  very  important  that  upon 
prepayment,  HUD  provide  vouchers. 

We  think  that  it  would  be  a  disservice  to  our  tenants  and  con- 
trary to  public  policy  objectives  to  leave  the  tenants  hanging  out 
with  no  ability  to  remain  in  the  units  and  absorb  increased  rents, 
even  though  that  option  may  reduce  the  amount  of  money  that 
could  be  borrowed  on  a  prepayment. 

Senator  Bennett.  I  see.  Thank  you. 

Senator  Mack.  Senator  Kerry. 

OPENING  COMMENTS  OF  SENATOR  JOHN  F.  KERRY 

Senator  Kerry.  Thank  you,  Mr.  Chairman. 

If  I  could  just  follow  up  on  that  very  quickly.  How  would  you  set 
the  voucher  value? 

Mr.  Richardson.  The  voucher,  at  the  fair  market  rent,  would  be 
a  reasonable  standard. 

Senator  Kerry.  Now  many  of  these  units  are  in  a  significant 
state  of  disrepair,  or  marginal,  at  best.  They  are  old. 

I  presume  that  if  an  owner  makes  the  decision  that  they  are 
going  to  opt  for  the  prepayment,  that  they  are  viewing  dollar  signs 
in  their  eyes,  with  the  possibility  of  some  rehab  expenditure,  some 
capitalization,  which  then  increases  their  equity.  Since  they  are  out 
from  under  the  regulations,  they  are  then  going  to  go  for  this  high- 
er rental  market.  Are  the  vouchers  going  to  then  be  ratcheted  up 
under  a  declining  budget  at  the  Federal  level  that  meets  that  high- 
er rent  capacity? 

Mr.  Richardson.  Senator,  I  believe  that  vouchers  are  a  tem- 
porary solution  and  a  solution  that  is  neither  as  cost  effective,  nor 
as  appropriate  as  a  capital  loan/grant  program. 

Senator  Kerry.  Well,  if  they  don't  ratchet  up  to  that  new  market 
value,  they  are  not  even  a  temporary  solution. 

Mr.  Richardson.  It  will  take  some  years  to  accomplish  that. 

Senator  Kerry.  To  accomplish  what? 

Mr.  Richardson.  To  accomplish  an  increase  in  rents  that  would 
exceed  the  Section  8  fair  market  rent  standard. 

Senator  Kerry.  Why,  if  they  are  out  from  under  the  regulation? 
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Mr.  Richardson.  They  are.  But  there  is  not — I  don't  believe  that 
in  most  of  these  properties,  there's  going  to  be  an  instant  conver- 
sion and  there  are  going  to  be  bodies  strewn  on  the  street. 

It's  going  to  take  some  time.  There's  going  to  be  a  need  for  some 
reinvestment.  There  will  be  a  phase-out  of  the  existing  tenants  on 
a  prepayment. 

Senator  Kerry.  Anybody  want  to  comment  on  that?  If  there's  a 
phase-out  of  those  tenants,  which  I  might  accept.  I  assume  it's  not 
going  to  happen  overnight,  obviously.  But  it's  certainly  going  to 
be — somebody  who  opts  to  get  out  from  under  a  subsidized  mort- 
gage and  subsidized  revenue  stream  and  go  into  the  marketplace 
is  not  going  to  dawdle  very  long  in  their  efforts  to  try  to  transition 
because  they  are  in  a  different  capital  status. 

Mr.  BoDAKEN.  We  are  working  on  about  ten  properties  along  the 
east  coast,  not  in  Massachusetts.  So  I  can't  speak.  But  I  can  tell 
you  the  owners  that  we  speak  to,  because  of  the  lowering  of  the 
FMR  standard  on  the  present  voucher  rate  and  because  of  the  un- 
certainty of  Federal  appropriations  downstream  for  vouchers,  are 
not  interested — I  mean,  they  are  interested,  as  Mr.  Richardson  in- 
dicated, in  some  kind  of  vouchers  for  tenants.  But  they  don't  see 
that  as  the  way  that  they  are  going  to  continue  to  operate  this 
property. 

They  are  going  to  try  to  get  to  market  as  quickly  as  possible. 
That's  the  only  way  that  they  can  make  it.  They  are  going  to  try 
to  get  to  market  as  quickly  as  possible  to  achieve  market  rents. 
That  may  or  may  not  include  voucher-holders,  depending  on  your 
market.  But  it  certainly  won't  include  100  voucher-holders  because 
of  the  potential  stigma  attached  to  what  was  once  a  mixed-income 
property.  Now  you  have  100  percent  or  90  percent.  Something  like 
79  percent  of  the  people  on  those  properties  are  very  low  or  low  in- 
come. 

You  are  going  to  have  a  different  mix  and  that  will — and  we  have 
worked  on  properties  in  Florida,  Pennsylvania,  North  Carolina, 
Virginia,  and  Maryland. 

In  each  of  those  general  cases — now  our  properties  are  not — one 
thing  I  will  take  exception  only  is  that  the  properties  we  are  talk- 
ing about  don't  require  a  lot  of  repairs.  They  tend  to  be  easier  to 
convert  than  other  properties  I  am  aware  of.  But  other  than  that, 
I  agree  generally  with  what  you  are  talking  about. 

Senator  KERRY.  I  would  assume  also — depending,  I  suppose,  on 
the  status  of  the  individual  owner,  developer,  they  are  going  to 
have  various  means  of  executing  that  prepayment.  But  in  many 
cases,  I  would  assume  they  would  finance  it. 

Mr.  BoDAKEN.  Right.  Alan  knows  more  about  that  than  I  do. 

Senator  Kerry.  Alan. 

Mr.  Cravitz.  Yes. 

Senator  Kerry.  If  they  are  financing  it,  they  are  immediately  op- 
erating within  certain  return  on  investment  constraints  that  nave 
and  are  going  to  have  to  motivate  the  rapidity  with  which  they 
make  a  general  transition  to  a  larger  revenue  stream. 

Mr.  Cravitz.  We  have  a  history  with  these  two  projects  in  Chi- 
cago. There's  not  that  much  history  because  the  1987  Act  was 
passed  in  time  to  prevent  most  projects  from  prepayment.  But  we 
have  two  projects  that  prepaid. 
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In  one  of  the  projects — and  once  again,  I  go  into  more  detail  on 
this  in  my  written  testimony — the  owner  spent  over  $300,000  liti- 
gating his  right  to  prepay.  He  won  on  a  technicality.  He  prepaid 
after  Congress  passed  the  1987  Act,  but  before  the  President  signed 
it.  The  court  ruled  against  him.  He  eventually  won  the  right  to  pre- 
pay. He  prepaid  in  1988  and  eventually  was  able  to  raise  his  rents 
in  1991,  and  raised  the  rents  very  dramatically  and  very  quickly. 
He  did  not  wait  once  the  court  said  that  he  was  allowed  to  proceed 
to  keep  tenants  around.  HUD  offered  vouchers  to  all  the  tenants 
and  the  owner  decided  not  to  accept  any  tenants  with  vouchers. 
There  are  currently  no  tenants  with  vouchers  living  in  that  prop- 
erty. 

The  answer  probably  is  every  case  is  different.  There  are  some 
cases  where  owners  may  find  it's  easier  to  go  slowly.  Some  may 
just  go  quickly. 

Senator  Kerry.  But  there  are  a  certain  set  of  realities  in  the 
marketplace  here  which  are  pretty  inescapable. 

Number  one,  as  I  think,  Mr.  Bodaken,  you  just  said,  the  prop- 
erties that  are  going  to  be  prepaid  are  by  and  large  going  to  be 
those  that,  without  a  very  significant  capital  expenditure,  can  be 
fairly  rapidly  ratcheted  up  in  terms  of  revenue.  They  are  market- 
able properties. 

I  don't  know  what  the  number  is.  I  don't  know  if  HUD,  Mr.  Sec- 
retary, you  figured  out  what  that,  universe  is  of  where  you  could 
anticipate.  But  in  1987,  we  were  anticipating  450,000  units,  pos- 
sibly put  on  the  market  at  risk,  at  any  rate,  for  quick  repayment. 
That's  why  LIHPRHA  was  passed  in  1987.  We  revisited  it  in  1992, 
and  now  here  we  are  again.  It  seems  to  me  what  we  are  doing  is 
we  are  trifling  with  patently  evident  market  forces  here. 

You  have  $27  billion  going  out  for  rent  subsidies  in  the  country, 
$10  billion  more  than  we  spend  on  welfare  and  twice  what  we 
spend  on  higher  education.  Until  the  1980's,  we  were  increasing  in 
what  we  are  putting  out  there.  But  we  only  reach  a  fourth  of  the 
poor  people  in  the  country.  One  quarter.  The  rest  of  those  poor 
folks  are  paying  more  than  50  percent  of  their  income  for  rents  in 
America. 

Now,  we  are  about  to  embark  on  a  trend  where  chasing  the 
budget  numbers,  we  want  to  reduce  the  cost.  We  have  decided  that 
this  preservation  program  is  effectively  overly  expensive.  I  think  it 
is.  I  think  everybody's  in  agreement.  We  can  agree  with  the  Inspec- 
tor General  that  there's — ^he  called  it  a  rip-off.  We  don't  have  to  use 
the  same  terminology.  But  choose  your  terminology — it's  too  expen- 
sive. 

So  we  are  trying  to  now  get  two  things  accomplished.  One,  a  re- 
duction in  the  outlay  of  money.  We  are  trying  to  socially  engineer. 
Reverse  social  engineering.  The  reverse  social  engineering  is  we 
don't  like  this  concentration  of  poor  people,  so  we  are  going  to  try 
to  raise  the  mix  by  allowing  more,  quote,  middle-income  people  to 
be  able  to  get  in  and,  hopefully,  that's  going  to  change  things. 

An  interesting  phenomenon,  conservatives  socially  engineering, 
but  that's  OK,  I  guess.  Pick  your  medicine.  What  fascinates  me  is 
that  I  think  we  are  about  to  ignore  some  realities  of  the  market- 
place. I  would  sure  like  some  of  you  to  say  this. 
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As  a  compromise,  I  think  the  Capital  Grant  concept  is  probably 
about  as  good  a  one  as  you  get  here  as  a  compromise.  But  the  ques- 
tion is  are  we  not,  even  in  that,  ignoring  the  reality  of  what 
brought  us  to  the  brink  in  1987,  and  what's  now  bringing  us  to  the 
brink  and  creating  a  situation  where  we  are  just  going  to  wind  up 
with  less  housing,  with  more  poor  people  out  there  struggling,  with 
people  paying  higher  rents  and  less  housing  available.  Ultimately, 
we  are  going  to  revisit  this  in  4  years,  2  years,  3  years.  I  don't 
know  when. 

Mr.  Secretary,  do  you  want  to  address  that? 

Mr.  Retsinas.  We  are.  There's  no  question.  Senator.  You  said  it 
very  clearly.  We  are  revisiting. 

As  I  said  at  the  outset  of  my  opening  remarks,  as  one  of  the  ad- 
vocates for  the  1987  preservation  program,  and  the  1990  amend- 
ments, it  was  clearly  well-intentioned.  I  don't  say  well-intentioned 
critically.  I  say  that  in  the  most  positive  sense  possible.  We  placed 
a  very  high  priority  in  ensuring  that  we  eliminated,  and  well-nigh 
eliminated  the  possibility  of  any  displacement. 

The  reality  of  the  numbers  we  presented  this  morning  is  under 
any  scenario,  whether  it  is  a  streamlined  capital  grant,  a  reformed 
preservation  program,  there  isn't  enough  money  to  pay  for  the 
value  that's  inherent  in  achieving  that  same  objective. 

So,  in  many  ways,  it  is  the  unfortunate  reality  of  today's  environ- 
ment. We  need  to  find  a  way  to  minimize  disruption,  to  maximize 
aflfordability.  Because  if  money  were  not  an  object,  were  that  so,  we 
wouldn't  be  spending  the  time  we  are  talking  about  the  preserva- 
tion program.  Sure,  it  could  be  more  efficient.  Sure,  it  could  be 
more  streamlined.  Absolutely  the  case.  But  money  has  certainly 
forced  us  to  focus  on  it,  and  in  some  ways,  that's  appropriate.  But 
in  the  situation  you  gave,  for  example,  let's  look  at  those  market 
forces. 

Owners  will  charge  what  they  can  charge  in  a  certain  market, 
whatever  the  market  will  bear.  In  tight  markets,  many  of  which 
you  represent  and  some  of  your  colleagues  represent,  rents  are  like- 
ly to  increase,  thus  maximizing  the  possibility  of  prepayment. 

If  we  don't  allow  prepayment,  then  somehow,  we  need  to  find  a 
way  for  the  Grovernment  to  pay  the  owners  for  that  loss  of  value. 

Senator  Kerry.  True,  the  differential. 

Mr.  Retsinas.  That  differential.  That's  what  this  is  all  about, 
what's  the  most  efficient  way  to  do  that. 

Senator  Kerry.  I  agree,  and  that's  the  key  to  housing.  In  the 
ideal — it  would  be  wonderful  to  have  no  public  housing. 

Mr.  Retsinas.  Right. 

Senator  Kerry.  In  the  ideal,  it  would  be  wonderful,  obviously,  if 
the  market  would  just  build  housing.  But  we  all  understand  that 
the  affordability  on  the  pay  and  income  of  a  certain  group  of  people 
is  simply  insufficient  to  be  able  to  pay  the  interest  rates  and  the 
capital  costs.  Therefore,  nobody  does  it  unless  there's  that  incen- 
tive. We  learned  this.  We  learned  it  way  back  in  the  1930's  and  the 
1940's. 

We  have  struggled  redesigning  the  wheel  five  or  six  or  seven  dif- 
ferent times  with  236,  221,  this,  what,  turnkey,  that,  this,  what- 
ever. But  here  we  are  in  1995,  with  a  fundamental  problem.  There 
are  more  and  more  homeless,  fewer  and  fewer  people  able  to  afford 
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housing.  Government  is,  notwithstanding  all  those  lessons  learned, 
making  a  conscious  decision,  we  are  just  not  going  to  make  up  that 
differential. 

So  we  are  going  to  pay  a  heavy  price  for  that  as  we  struggle — 
if  you  look  at  the  march  here  in  Washington  yesterday,  which 
makes  its  own  kind  of  statement  about  the  linkage  of  housing  to 
education,  to  jobs,  and  to  the  quality  of  this  society  we  live  in. 

Let  me  ask — do  I  have  a  moment  just  to  ask  a  couple  of  specific 
questions? 

Senator  Mack.  Certainly. 

Senator  Kerry.  Do  you  have,  under  the  two  options  that  are 
being  proposed,  vouchers  or  cap  grants,  do  you  have  a  read-out 
both  ways  as  to  the  number  of  current  owners  who  might  actually 
prepay  under  those? 

Mr.  Retsinas.  We  do  have,  and  I  will  be  happy  to  share  that 
data  with  you.  What  we  are  suggesting  is  not  vouchers  or  cap 
grants.  We  are  suggesting  that  consideration  be  given  for  vouchers 
to  protect  the  tenants,  as  Mr.  Richardson  and  many  here  have  spo- 
ken to,  and  to  the  extent  resources  are  available,  a  targeted  Capital 
Grant  program.  We  believe  that  targeting  ought  to  go  to  those  situ- 
ations that  involve  sales  to  community  groups,  particularly  with 
strong  resident  components.  So  it's  not  an  "or."  We  do  have  data 
that  shows  the  "or." 

Senator  Kerry.  If  you  can  share  that,  can  we  get  that? 

Mr.  Retsinas.  Of  course,  Senator.  I  would  be  happy  to  do  that. 

Senator  Kerry.  Second,  do  either  the  House  or  Senate  appropria- 
tions bills  provide  enough  funding  for  the  vouchers  for  those  people 
that  might  be  displaced  under  those  projections? 

Mr.  Retsinas.  Yes.  The  Senate  bill  does,  if  it  were  used  just  for 
that. 

Senator  Kerry.  Just  for  that.  But  the  House  does  not,  obviously. 

Mr.  Retsinas.  Right.  The  House  bill  appropriates  money  if 
money  can  be  found  some  place  else.  So  it's  a  real  question  of  the 
House  appropriations.  The  Senate  appropriations  is  a  little  clearer. 

Senator  Kerry.  Do  you  know  what  the  remaining  useful  life  will 
be  for  the  inventory  that  falls  into  that  pot?  How  much  money 
might  be  needed  to  bring  some  of  it  back  up  to  par? 

Mr.  Retsinas.  Hard  to  say.  We  have  some  very  rough  estimates 
which  we  can  share  with  you.  Roofs  do  wear  out.  There  are  certain 
physical  attributes  that  do  wear  out  over  time.  Some  of  these  prop- 
erties have  been  repaired  over  time.  Others  have  really  suffered 
from  deferred  maintenance. 

Senator  Kerry.  Will  the  investment  in  rehabilitation  be  suffi- 
cient to  maintain  these  properties  for  useful  life,  or  are  we  going 
to  be  back  here  in  5  or  10  years  saying  we  need  more  money? 

Mr.  Retsinas.  I  think,  generally  speaking,  we  should  design  a 
program  that  would  not  bring  us  back  here  in  5  or  10  years.  But 
I  can't  say  it  wouldn't  bring  us  back  here  in  15  or  20  years.  I  would 
be  happy,  again,  Senator,  to  share  those  estimates  with  you. 

Senator  Kerry.  Mr.  Chairman,  if  I  could  just  ask,  if  we  could 
leave  the  record  open.  I  have  to  go  to  another  meeting.  But  I  would 
appreciate  being  able  to  submit  some  further  questions,  in  writing, 
if  possible. 

Senator  Mack.  Certainly.  We  appreciate  your  participation. 
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I  want  to  go  back  and  raise  some  questions  again  with  the  whole 
concept  of  prepayment. 

As  I  understand,  we  have  lots  of  projects  that  are  subsidized 
with  a  combination  things.  We  have  low-interest  rate  mortgages 
initially  to  get  people  interested  in  providing  low-income,  moderate- 
income  housing.  Some  with  Section  8  project-based  assistance  to 
those  units. 

There's  something  that  is  a  little  mystifying  to  me,  that  projects 
under  those  circumstances,  somehow  or  another,  all  of  a  sudden 
would  be — there  would  be  a  tremendous  interest  from  the  mortgage 
banking  community  to  lend  to  those  developments  without  low-in- 
terest and  without  project-based  assistance. 

I  guess  what  I  am  saying  is,  and  I  know  in  your  testimony,  you 
said  that  the  owners  are  not  bluffing,  that  they  intend  to  prepay. 

It  seems,  on  the  one  hand,  that  there  is  such  a  fear  on  the  part 
of  the  Congress  that  prepayment  would  take  place,  that  we  de- 
signed a  program  to,  in  essence,  guarantee  that  it  wouldn't  and 
also  by  saying  in  there  that  you  can't  by  providing  incentives. 
There  is  the  sense  that  if  we  don't  do  anything,  everything's  going 
to  be  prepaid  and  people  are  going  to  run  out  and  be  displaced 
from  those  units. 

On  the  other  hand,  I  kind  of  look  at  it  and  say,  is  there  really 
a  financial  market  out  there  that  is  that  interested  in  providing 
long-term  mortgage-lending  for  rental  properties  without  subsidies? 

Ajid  that's  open.  Anybody  who  wants  to  respond  to  that,  that's 
off  the  top  of  my  head. 

[Pause.] 

I  will  answer  it,  if  you  want. 

[Laughter.] 

Mr.  Richardson.  No.  It's  a  good  question.  I  would  love  for  you 
to  answer  it. 

[Laughter.] 

The  point  that  you  make — ^you  are  suggesting  that  the  fact  that 
there  is  project-based  Section  8  in  these  properties,  as  well  as  these 
low-interest  loans,  that  somehow  the  Section  8  is  propping  it  up, 
and  somehow,  the  interest  subsidy  payment  is  propping  up  oper- 
ations and  it  wouldn't  otherwise  survive.  Is  that  the  observation? 

Senator  ]VlACK.  I  think — yes.  The  combination  of  the  project- 
based  assistance — and  what  are  the  interest  rates?  Two  or  3  per- 
cent? 

IVIr.  Richardson.  Right.  In  the  236  program,  the  Government's 
interest  subsidy  payments  writes  the  cost  of  the  mortgage  down  to 
1  percent. 

Senator  Mack.  OK.  So  we  are  going  to  go  from  a  1-percent  mort- 
gage to,  what?  What's  the  market  today? 

Mr.  Richardson.  Eight  and  a  half. 

Senator  IVIack.  Nine. 

Mr.  Richardson.  Fine.  Somewhere  in  there.  The  way  that  will 
happen,  and  we  have  looked  at  that,  is  that  in  markets  where  the 
current  rents,  which  are  below  market — HUD  controls  the  rents 
and  they  are  typically  below  the  market  by  10  to  50  percent.  So  if 
rents  can  be  raised  by  10  to  20  percent,  there  will  be  sufficient  in- 
come to  overcome  the  interest  subsidy  payment  that  HUD  provides 
to  support  the  below-market  loan. 
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Senator  Mack.  Would  you  say  that  to  me  again? 

Mr.  Richardson.  I  certainly  will.  The  rents  in  these  properties 
are  held  to  below-the-market  rents.  A  rent  increase  of 

Senator  Mack.  You  indicated,  how  far  below  the  market? 

Mr.  Richardson.  It  varies  in  the  market.  In  our  portfolio,  it's 
anywhere  from  10  to,  in  some  cases,  40  or  50  percent  below  the 
market.  We  have  properties  that  are  renting  for  $300  for  a  two- 
bedroom  unit  where  a  market  rent  would  be  $600. 

There  is  plenty  of  opportunity.  It  won't  happen — you  can't  drive 
it  from  $300  to  $600  in  a  month.  But  there  is  opportunity  over  a 
relatively  short  period  of  time  to  overcome  the  subsidy  that  HUD 
is  providing  in  the  form  of  the  interest  reduction  payment. 

Senator  Mack.  Under  the  Capital  Grant  program,  wouldn't  a 
project  like  that  prepay,  anyway? 

Mr.  Richardson.  Under  the  Capital  Grant  program,  HUD  pro- 
vides, through  the  funds  that  it  would  get  from  Congress  an 
amount  of  money  which  would  match  the  equity  that  would  result 
from  the  $600  rents.  The  owner  would  stay  in,  re-up  the  use  re- 
striction, and  the  property  would  remain  affordable  for  its  remain- 
ing useful  life. 

Senator  Mack.  Go  ahead. 

Mr.  BoDAKEN.  Since  you  opened  it  up. 

Senator  Mack.  Yes. 

Mr.  BoDAKEN.  I  provided  your  staff  about  a  three-  or  four-page 
document  on  this  earlier  this  year.  I  didn't  anticipate  the  question 
precisely,  so  I  don't  have  it  with  me.  But  the  Trust  did  an  analysis 
of  some  14,000  units  that  had  gone  through  the  preservation  pipe- 
line and  did  an  analysis  of  what  generally  an  owner  would  have 
to  do.  This  represented  a  21-State  sample. 

Essentially,  an  owner  would  have  to  increase  rents  in  these  21 
States  about  $50  a  month  to  wipe  out  the  interest  rate  subsidy  that 
was  referred  to  earlier.  That's  achievable  in  all  the  ones  that  re- 
ceived an  appraisal  through  the  process  because  all  of  those  did  in 
fact  receive  rent  increases  beyond  that  in  the  hypothetical  market 
appraisal  that  was  done  on  the  properties. 

The  other  way  to  look  at  this  is  what  would  the  tenants  in  those 
properties  receive  as  a  rent  increase  based  on  what  were  the  con- 
version, after-conversion,  what  would  be  FMR's  in  the  locality 
where  they  are,  in  Florida  or  wherever? 

The  median  rent  increase  for  the  tenants  we  represent  in  Flor- 
ida, North  Carolina,  Virginia,  Maryland  and — I  guess  that's  it — 
would  be  46  percent.  Now  that  means  that  they  are  paying  rents 
that  are  46-percent  less  than  the  fair  market  rents  for  the  commu- 
nity in  which  they  are  located.  That's  what,  presumably,  one  way 
or  the  other,  is  some  kind  of  proxy  of  what  rents  are  in  those  com- 
munities. 

HUD  can  lower  the  fair  market  rent  standard  some  and  they 
plan  on  doing  that  to  save  money.  But  there's  still  going  to  be  gap 
between  what  they  are  paying  now. 

I  know  that  you  brought  some  statistics  about  what  is  available 
in  your  community  about  what  rents  are.  Can  you  just  share  that 
with  the  Senator? 

Ms.  NiEDZlELSKl.  Thev  are  in  the  packets  and  I  don't  have  a 
packet  of  my  own.  But  they  are  in  the  packets  that  I  have  handed 
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you,  what  we  pay  now,  what  they  could  go  to,  and  what  the  fair 
market  rent  is.  For  a  three-bedroom,  which  I  have,  I  pay  $588  a 
month.  Fair  market  would  be  $1,117  a  month.  That's  more  than  I 
make  in  a  month. 

Senator  Mack.  Thank  you. 

Mr.  Cravitz.  Michael  said  some  of  the  things  that  I  was  going 
to.  It  always  comes  down  to  numbers. 

The  rent  differential  that  resulted  from  the  savings  in  interest 
rate,  if  you  go  back  to  when  these  projects  were  built  20  years, 
some  more  than  20  years  ago,  the  writing  down  of  the  interest  rate 
from  whatever  the  market  was  then,  roughly  7V2  to  8  percent,  to 
this  1-percent  loan  that's  being  paid,  resulted  in  a  significant 
spread  between  market  rents  and  what  we  call  236  basic  rents, 
which  is  what  most  tenants  pay.  That  difference  was  the  difference 
between  $200  a  month,  let's  say,  and  $150  a  month. 

What  has  happened,  though,  as  20  years  have  gone  by,  is  that 
rents  have  gone  up.  But  that  differential  has  stayed  the  same.  So 
that  what  it  would  take  right  now  to  refinance  a  project  at  today's 
market  interest  rate — I  am  agreeing  with  what  Michael  said — 
would  roughly  be  about  $50  a  month.  It  gets  into  more  complicated 
numbers.  It  has  to  do  with  mortgage  constants  versus  interest 
rates  and  how  many  years  you  have  left  on  your  loan  and  things 
of  that  nature. 

But  it  does  not  require  a  significant  bump  in  rents  for  an  owner 
to  be  able  to  just  refinance  the  current  debt,  not  pulling  anything 
out,  but  just  refinance  the  current  debt.  I  would  assume  that  most 
of  them  can  refinance  based  on  whatever  their  current  cashflows 
are. 

Senator  Mack.  I  guess  the  bottom  line  is  that  most  of  vou  then 
feel  that  there  would  be  plenty  of  conventional  financing  if  literally 
thousands  of  these  developments  went  and  decided  to  prepay. 

Mr.  BODAKEN.  Yes.  I  am  looking  at  some  information  that  I  faxed 
to  the  Subcommittee  earlier  this  year.  I  believe  that  the  average 
rent  increase,  hypothetically,  for  the  projects  that  have  gone 
through  LIHPRHA  is  approximately  41  percent,  or  a  difference  of 
$130  per  unit.  Again,  that's  that  21-State  sample. 

Senator  Mack.  All  right.  Thank  you.  Let  me  proceed  to  another 
area  which  has  to  do  with  potential  displacement  under  the  Capital 
Grants  program. 

Under  the  Cap  Grants  proposal,  owners  would  have  the  right  to 
prepay  or  apply  for  incentives  which  would  preserve  housing,  some 
indicate,  housing  affordability  for  as  long  as  50  years.  However,  the 
proposal  eliminates  the  requirement  in  current  law  that  the  income 
mix  be  the  same  as  when  the  project's  plan  of  action  was  filed. 

Some  housing  experts  have  pointed  out  that  under  either  prepay- 
ment or  Cap  Grant,  unassisted  low-income  tenants  could  experi- 
ence increases  in  rent  burdens  and  potential  displacement.  What 
protections  are  provided  to  unassisted  low-income  residents  under 
either  scenario  to  minimize  placement  and  hardship? 

Ms.  NiEDZiELSKi.  Keep  our  project-based  Section  8. 

Senator  Mack.  Pardon? 

Ms.  NiEDZiELSKi.  Keep  our  project-based  Section  8.  Our  Section 
8  contracts  are  project-based.  That  would  keep  the  very  low 

Senator  Mack.  I  was  referring  to  unassisted. 
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Ms.  NiEDZiEi^Ki.  Oh,  unassisted. 

Mr.  BODAKEN.  The  people  who  are  unassisted  would  have  their 
rent  stabilized  at  what  they  are  now.  The  property  walks  in  with 
people  paying  a  certain  rent.  A  rehab  is  done  on  the  property.  It's 
transferred  to  a  nonprofit,  hopefully  endorsed  by  the  residents.  It 
receives  obviously  operating  efficiencies. 

In  Cap  Grant,  there  are  three  things  that  were  not  available 
under  LIHPRHA  to  protect  tenants  from  rent  increases.  The  first 
is  an  operating  reserve  and  it  is  specifically  set  in  the  incentives 
and  insisted  on  by  the  nonprofit  community.  The  second  is  that 
under  current  LIHPRHA,  excess  236  income  that  used  to  go  to  the 
Treasury  is  returned  to  the  project,  not  to  owners,  but  to  the 
project,  for  the  purposes  of  mitigating  rent  increases  on  the  unas- 
sisted tenants.  And  the  third  is  what  Janice  was  talking  about, 
making  sure  that  we  have,  to  the  extent  that  there  is  project-based 
Section  8  already  there,  making  sure  it's  continued. 

But  I  think  that  is  a  critical  concern.  It's  a  critical  concern  for 
my  clients  because  we  are  giving  up  the  long-term — that's  the  idea. 
We  are  giving  up  the  long-term  40-year  Section  8  contract. 

We  don't  want  vouchers  because  that's  not  what  they  want.  They 
want  to  preserve  their  properties.  We  have  to  maintain  the  prop- 
erties and  in  the  Capital  Grant  proposal,  there  is  that  specific  lan- 
guage in  the  incentives. 

Senator  Mack.  OK.  We  probably  have  discussed  this  to  the  point 
maybe  that  it  doesn't  need  to  be  brought  up  any  more.  But  with 
the  exception  of  the  Secretary,  does  anyone  feel  that  there  are  mar- 
kets in  which  vouchers  can  work? 

Mr.  BoDAKEN.  Sure.  You  mean  in  this  stock,  with  respect  to 
this 

Senator  Mack.  With  respect  to  this  issue  that  we  are  discussing. 

Mr.  BODAKEN.  I  honestly  don't  know  of  any  but  there  probably 
are.  I  just  don't  know  of  any.  I  assume  that  there  are 

Senator  Mack.  That's  not  a  very  helpful  response,  I  might  say. 

[Laughter.] 

Mr.  Bodaken.  I  am  thinking  of  some  properties  in  Texas  that  I 
have  actually  seen  that  are  in  not  decent  shape  where  the  markets 
are  low,  where  I  don't  know  the  vacancy  rates,  frankly.  But  I  would 
assume  that  there  might  be  some  interesting  issues  regarding  mo- 
bility for  those  residents. 

I  can  tell  you  that  in  any  developments  we  represent,  if  the  resi- 
dents were  given  a  choice,  and  we  try  to  give  them  a  choice,  they 
are  not  interested  in  moving.  That  doesn't  seem  to  be  the  predomi- 
nant concern  of  residents  in  these  properties. 

Senator  Mack.  But  there's  an  assumption  there  that  if  you  have 
a  voucher,  that  you  are  going  to  move.  I  don't  think  that's  accurate. 

Mr.  Bodaken.  I  don't  think  that — there's  a  concern,  though, 
about  the  long-term  ability  of  voucher  assistance.  I  think  that  ten- 
ants are 

Senator  Mack.  Let  me  ask  you  this. 

Mr.  Bodaken.  Sure. 

Senator  Mack.  At  what  point  do  folks  get  concerned  about  other 
things  other  than  vouchers?  If,  for  example,  we  were  going  to  take 
the  budget  of  HUD  from  25  to  20,  rough  terms,  at  some  point, 
doesn't  someone  have  to  start  asking  the  question  about  programs 
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other  than  vouchers  that  are  going  to  be  affected  by  the  availability 
of  dollars  through  HUD? 

Mr.  BoDAKEN.  Absolutely.  We  don't  want  to 

Senator  Mack.  My  point  there  is  to  say  that  vouchers  won't  work 
because  people  are  concerned  that  there  might  not  be  money  next 
year  for  vouchers,  one  could  make  that  claim,  I  guess,  about  any 
of  the  programs  of  HUD  at  this  point. 

Mr.  BoDAKEN.  Here,  though,  you  are  creating  a  new  voucher  that 
isn't  presently  available.  You  are  creating  additional  incremental 
resources.  The  fear — maybe  it's  unfounded,  a  totally  unfounded 
fear,  but  the  fear  is  that  that  will  be  easier  to  cut  off  than  the 
housing  in  which  people  are  presently  residing,  especially  where 
it's  decent  housing  and  it  can  be  preserved  relatively  cheaply. 

Senator  Mack.  I  am  going  to  read  through 

Mr.  Retsinas.  Just  one  comment.  Senator  Mack,  in  terms  of  it's 
always  difficult  to  predict  behavior.  But  to  answer  your  question, 
are  there  markets  where  vouchers  could  work,  let  me  point  to  some 
just  recent  facts  which  are  anecdotes,  but  I  think  if  enough  anec- 
dotes happen,  patterns  emerge. 

Over  the  last  couple  months,  we  have  had  a  situation  where  we 
have  had  the  expiration  of  Section  8  contracts,  as  you  know.  In 
those  cases,  and  it  has  just  been  a  handful  of  cases  and  they  are 
susceptible  to  the  markets  they  are  in  and  the  situation  with  the 
owner.  In  those  situations,  the  four  projects  I  am  thinking  of  which 
exist  in  a  variety  of  markets,  every  single  certificate  that  was  con- 
verted to  project-base  the  tenant,  the  tenant  has  chosen  to  stay. 

Now,  it's  just  recent  and  I  don't  want  to  build  too  much  into  it, 
but  it  gives  me  comfort  that  in  many  situations,  people  will  use  the 
vouchers  to  stay  in  place.  We  will  give  them  that  option  and  impose 
that  market  discipline  which  we  think,  over  the  long  run,  is  a  bet- 
ter way  to  institute  these  kinds  of  housing  programs. 

Senator  Mack.  Is  there  anything  we  have  learned — how  many  in- 
dividuals are  presently  receiving  vouchers? 

Mr.  Retsenas.  Over  a  million.  I  think  1.2  million,  1.3  million. 

Senator  Mack.  I  guess  to  the  average  person  listening  to  this, 
they  must  be  shocked  to  find  out  that  after  hearing  all  these  things 
about  vouchers,  that  there  actually  are  1.2  million  or  1.3  million 
people. 

Mr.  Retsinas.  Yes.  Households.  Right. 

Senator  Mack.  Using  vouchers,  and  apparently  working. 

Mr.  Retsinas.  Finding  housing.  Now,  in  some  markets,  it's  more 
difficult  than  others.  But  the  percentage  is  very  high. 

Mr.  BoDAKEN.  I  would  say  vouchers  are  central  to  any  housing 
delivery  system.  I  am  not  a  person  who  opposes  vouchers  by  them- 
selves. I  think  they  work  well  in  lots  of  housing.  In  fact,  I  would 
be  happy  to  go  through  the  HUD  portfolio  and  tell  you  where  I  be- 
lieve— I  just  think  that  they  are  not  a  particularly  efficient  solution 
for  this  housing  stock,  which  is  a  subportfolio,  if  you  will,  of  the 
HUD-assisted.  I  would  call  it  the  cream  of  the  crop.  As  I  indicated 
in  my  testimony,  I  think  vouchers  are  wonderful  where  the  housing 
choices  are  there  and  where  housing  quality  is  poor.  I  do  think  they 
work  well  in  lots  of  situations. 

Senator  Mack.  OK.  I  guess  maybe  we  have  worked  that  issue 
over  pretty  well.  Let  me  move  to  a  different  area. 
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It  seems  like  that  in  trying  to  make  the  decision  about  targeting, 
that  preservation  ehgibility  would  be  based  on  factors  such  as  the 
amount  of  equity  in  the  project  or  the  date  when  the  project  was 
eligible.  What  kind  of  importance  has  been  given  or  should  be 
given  to  the  particular  market  in  which  those  projects  are  located? 

It  seems  to  me  that  how  we  respond  in  a  tight  market  versus  one 
where  you  have  lots  of  choices,  in  fact,  it  would  be  different. 

Mr.  Secretary. 

Mr.  Retsinas.  As  we  consider  how  to  target  or  prioritize,  if  there 
were  to  be  a  Capital  Grant  program,  tight  market  is  really  just  an 
indicator  of  trying  to  find  the  best  reference  to  likelihood  to  prepay. 
That's  what  you  are  trying  to  do  there  in  terms  of  markets.  So  I 
think  the  market  condition  is  an  appropriate  way  of  prioritizing. 

Senator  Mack.  Let  me  hop  in  here  because  I  want  to  go  back. 
You  have  triggered — and  hold  your  thought  because  I  want  you  to 
answer  the  question. 

Mr.  Richardson  basically  led  me  to  believe — or  I  chose  to  believe 
maybe  is  the  better  way  to  say  it — that,  under  the  Cap  Grant  pro- 
gram, the  owners  are  going  to  stay  in  the  program  because  they 
are  going  to  have  the  opportunity  to  get  their  equity  out. 

So,  in  essence,  kind  of  what  difference  does  it  make  whether  it's 
a  tight  market  or  not  a  tight  market?  Is  that  a  fair  reaction  to 
what  was  just  said? 

Mr.  Richardson.  Sure.  Yes.  No,  that's  correct.  I  would  just  say 
that  the  paradox  here  is  that  in  the  tighter  markets,  the  equity  is 
higher,  it  costs  more,  and  you  are  going  to  run  out  of  money 
quicker. 

Senator  Mack.  OK.  Now  do  you  want  to  go  ahead? 

Mr.  Retsinas.  The  only  other  thing  I  would  say,  is  really  to  re- 
peat what  I  said  before. 

We  are  all  interested,  not  only  in  solving  the  problem  today,  but 
solving  it  over  time.  That's  why  I  believe,  to  the  extent  resources 
are  limited,  and  of  course  they  are  limited,  I  would  suggest  that 
the  focus  of  the  Capital  Grant  be  on  those  situations  that  involve 
sales  to  nonprofits  or  public  purchases  with  strong  resident  compo- 
nents because  I  believe,  over  time,  that  increases  the  odds  that 
there  will  be  that  long-term  commitment  to  affordability. 

Senator  Mack.  Should  we  be  doing  more  to  increase  the  percent- 
age of  sales  to  nonprofits,  to  owner's  groups? 

Ms.  NiEDZlELSKl.  Should  we  be  doing  more  to  increase  it? 

Senator  Mack.  To  increase  the  numbers  of  owner  groups  or  ten- 
ant-based groups  that  would  be  interested  in  purchasing. 

Ms.  NiEDZiEiJSKi.  I  think  you  should. 

Mr.  BoDAKEN.  I  am  sure  this  is  a  predictable  answer,  but  abso- 
lutely. I  think  there  are  committed,  for-profit  owners  to  this  stock. 
It's  important  not  to  throw  babies  out  with  bath  water. 

The  Trust  represents  the  stock  generally  but  specifically  believes 
that  resident-endorsed  and  other  public  purchasers  do  provide 
some  benefit  long-term — that's  the  reason  we  represent  them. 

But  the  program,  to  be  fair,  does  give  priority  purchase  rights  to 
resident-endorsed  purchasers,  and  that's  been  maintained  in  the 
Capital  Grant  program.  It  has  also  maintained  a  priority  purchase 
status  for  other  nonprofits,  and  that  is  fundamental. 
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The  other  thing  that  the  program  must  provide  is  technical  as- 
sistance sufficient  to  allow  groups  like  Los  Robles  to  get  to  a  clos- 
ing. That  is  just  absolutely  fundamental. 

There  are  areas  of  the  country — I  do  this  nationally — that  need 
more  capacity-building  for  nonprofits  to  stand  up  and  emerge  to 
take  over  this  housing.  I  am  not  a  person  who  can  tell  you  that 
there's  a  nonprofit  in  every  community  in  Arizona  that  can  do  this. 
It's  just  not  true.  But  I  do  believe  that  that  would  be  very  welcome 
for  the  people  I  represent. 

Senator  Mack.  Yes. 

Mr.  Richardson.  Senator,  I  feel  compelled  to  at  least  try  to  com- 
ment on  that. 

For-profit  owners  are  not  necessarily  worse  and  in  many  cases, 
are  in  fact  better  at  managing  and  maintaining  property.  That's  a 
comment  that  I  think  would- 

Senator  Mack.  Yes.  Please  don't  take  my  question  to  imply  that 
somehow  or  another,  that  owners  don't  have  an  interest  in  provid- 
ing decent,  affordable  housing.  I  don't  see  that  those  two  questions 
frankly  are  competing  or  conflicting. 

There  are  individuals  who  naturally  would  be  motivated  by  the 
opportunity  to  become  owners.  That's  really  where  the  motivation 
for  raisin^  the  question  came  from.  It  was  not  to  say  that  owners 
are  not  interested  and/or  concerned  about  their  tenants. 

Mr.  Richardson.  Great.  Thank  you.  I  would  like  to  make  this 
point,  though,  again,  that  sales  do  cost  more.  They  are  funded  100 
percent  of  equity,  whereas  a  capital  loan  for  an  owner  who  elects 
to  stay  in  is  only  70  percent  of  equity.  So  there  is  going  to  be  a 
more  severe  current  cost. 

The  second  is  that  sales  tend  to  be  the  more  valuable  property. 
There  are  tax  consequences  to  the  owner  in  a  sale.  Unless  the 
value  of  the  property  is  sufficiently  high  for  the  owners  to  overcome 
those  tax  obligations,  which  do  not  exist  if  you  elect  to  take  an  eq- 
uity loan  and  stay  in,  those  tend  to  be  the  more  expensive  prop- 
erties, the  higher  equity,  and  that  costs  more. 

We  as  an  industry  don't  necessarily  dispute  the  prioritizing,  ex- 
cept we  take  umbrage  with  other  people's  implications  that  maybe 
nonprofit  ownership  is  de  facto  better.  Second,  it's  going  to  run 
through  limited  resources  more  quickly. 

Mr.  BoDAKEN.  I  do  want  to  say  because  this  is  a  constant,  so  you 
get  the  sense  of  balance  here,  when  you  look  at  the  cost  to  the  Fed- 
eral Government,  once  you  take  into  account  the  amount  of  taxes 
that  return  from  a  sale  and  put  that  into  an  account,  it  is  not  the 
case  that  all-in,  all-out,  a  sale  is  more  expensive. 

It's  the  case  that  when  you  look  at  that  particular  account,  be- 
cause we  don't,  for  whatever  reason,  budgeting  reasons,  you  don't 
take  that  into  consideration.  It's  the  case  that  they  are,  quote: 
"More  expensive  because  there  is  more  being  bought."  But  it  is  not 
the  case  that  they  are  truly  more  expensive.  I  don't  want  to  leave 
you  with  that  impression. 

Senator  Mack.  I  understand. 

Mr.  Cravitz.  I  was  going  to  say  I  really  think  it's  important  that 
we  leave  a  program  available  for  owners  who  want  to  stay  in. 

I  think  what's  going  to  happen  is  that  there  may  be  cir- 
cumstances under  which  owners,  for  really  legitimate  reasons,  can't 
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sell  to  anybody,  not  a  nonprofit  or  anyone.  There  are  certain  tax 
considerations  and  other  considerations  where  a  refinancing  option 
under  a  grant  program  or  a  loan  program  works  for  them,  but  the 
sale  just  doesn't  work,  even  though  they  might  feel  that  they  would 
do  it  if  they  could. 

What  we  are  doing  here  is  forcing  the  hands  of  certain  owners 
to  prepay  if  the  only  other  choice  that  they  would  be  given  would 
be  a  sale  to  a  nonprofit  or  for-profit  group. 

I  am  not  trying  to  distinguish  between  who  they  are  selling  to. 
It's  just  that  they  may  not  be  able  to  sell  it.  What  we  are  doing 
here  is  saying,  well,  if  you  don't  sell  it,  you  can  prepay  it.  I  feel 
that  that's  going  to  put  owners  in  a  difficult  position  oftentimes, 
and  cause  more  prepayments  to  take  place. 

Senator  Mack.  OK.  If  you'll  hold  for  just  a  second  and  let  me 
chat  with  my  staff. 

[Pause.] 

There  is  one  additional  area  and  it  has  to  do  with  what  we  refer 
to  as  adaptable  vouchers.  Some  housing  experts  have  suggested  the 
use  of  an  adaptable  or  sticky  voucher,  which  would  adjust  to  dif- 
ferent circumstances.  For  example,  the  subsidy  assistance  could  be 
raised  for  elderly  and  disabled  persons  to  protect  them  from  rent 
increases  and  potential  displacement.  Also,  the  cost  of  the  voucher 
could  be  controlled  by  providing  low-income  residents  a  subsidy 
amount  that  would  assist  tenants  at  the  current  rent  level.  Thus, 
these  tenants  would  not  receive  a  windfall  in  rent  if  provided  a  reg- 
ular voucher.  Would  this  type  of  voucher  adequately  protect  low-in- 
come residents  and  elderly  and  disabled  persons? 

Mr.  Retsinas.  We  believe  it  could.  We  have  been  thinking  of 
such — I  guess  the  word  is — adaptable  voucher  or  sticky  voucher, 
whatever,  as  a  way  to  minimize  the  displacement  in  some  of  the 
situations  that  were  referred  to  this  morning.  We  believe  it  has 
some  merit  and  it's  something  that  could  be  considered.  It  has  cost, 
but  we  think  the  cost  is  a  relatively  marginal  cost  to  do  it. 

Senator  Mack.  What  are  the  drawbacks?  Anybody  want  to  sug- 
gest? 

Mr.  BoDAKEN.  It  brings  back  the  whole — we  have  a  Federal  cost 
limit  of  120  percent  under  the  current  program  that  was  criticized. 
The  adaptable  voucher,  which  allows,  as  I  understand  it,  the  rent 
to  go  to  whatever  the  market  will  bear  up  to  a  certain  amount,  per- 
haps 120  percent  of  FMR,  brings  that  back.  So  you  have  effectively, 
if  you  adopt  that  approach,  I  think  you  drive  owners,  residents,  and 
everyone  to  try  to  figure  out  what  that  120-percent  bell  is.  I  don't 
agree  that  in  any  way  that  drives  down  costs.  I  think  it  will  drive 
costs  up  dramatically,  especially  in  tight  housing  markets. 

It  will  theoretically  protect  tenants  if  the  lenders  who  Alan  rep- 
resents are  willing  to  accept  the  sticky  voucher. 

This  is  where  HUD  and  we  part  company.  I  think  that  any 
voucher  approach  to  this  stock  will  be  much  more  costly.  An  adapt- 
able voucher  approach  would  be  much  more  costly. 

Mr.  Cravitz.  I  don't  know  how  you  establish  the  rent  level  for 
that  voucher  because  we  will  be  back  in  here  arguing  next  year 
that  these  rents  are  way  over  the  market.  I  can  just  see  the  story 
unfolding. 
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It's  a  rent  that's  supposed  to  reflect  what  the  market  rate  rental 
would  be  for  that  particular  unit.  Every  time  we  try  to  do  that, 
none  of  us  at  this  table  would  agree  with  each  other,  let  alone  try- 
ing to  get  HUD  to  agree.  And  then  if  someone  makes  improve- 
ments, can  they  argue  that  the  rent  went  up? 

I  just  think  that  you  are  going  to  wind  up  with  a  formula  for  es- 
tablishing those  rents  that's  going  to  be  very  difficult  to  control  or 
to  even  determine  because  you  are  back  to  what's  the  market? 

I  think  that's  a  difficult  judgment.  An  owner,  once  again,  now 
having  the  right  to  prepay  may  decide,  I  don't  want  these  vouchers 
at  that  number.  It  doesn't  do  me  any  good.  I  don't  want  to  have 
to  argue  with  HUD  about  what  these  rents  are  going  to  be.  I  just 
want  to  pay  off  my  loan. 

I  feel  that  every  time  you  add  these  negotiated  rent  levels  and 
other  issues  like  that,  you  are  just  forcing  owners'  hands  into  more 
willingness  to  prepay.  I  think  that  a  lot  of  owners — I  use  what 
Peter  said  before — would  stay  in  the  program  if  it  was  a  simple, 
workable  system  like  the  grant  program. 

I  think  that  once  we  start  to  get  into  other  issues  like  you  can 
sell,  but  you  can't  keep,  vouchers  are  going  to  be  established  at  cer- 
tain rent  levels  that  are  going  to  be  negotiable,  that  you  can't  in- 
crease from  one  year  to  the  next,  I  think  you  are  going  to  start  to 
find  owners  saying,  we  don't  have  to  put  up  with  this  any  more. 
We  can  just  pay  off  our  loan. 

Senator  Mack.  Is  that  your  reaction,  Mr.  Richardson? 

Mr.  Richardson.  Yes,  sir. 

Senator  Mack.  Any  closing  comment  that  you  would  like  to  make 
with  respect  to  that  issue? 

Mr.  Retsinas.  The  only  comment  is  I  think  it  illustrates  the 
trade-offs  and  choices  that  are  here.  The  choices  really  are  every- 
one is  in  favor  of  minimizing  and  eliminating  displacement.  Every- 
one's in  favor  of  preserving  affordable  housing  opportunities.  We 
may  argue  whether  vouchers  are  appropriate  or  the  unit  is  appro- 
priate and  the  like.  The  question  is  at  what  price?  At  what  cost? 

While  a  Capital  Grant  program  that  is  available  to  all  owners, 
not  just  sales  transactions,  but  existing  owners,  has  certain  merit, 
I  would  question  whether  the  numbers  are  there  to  support  such 
a  program.  That's  when  the  trade-offs  have  to  be  made.  They  are 
indeed  difficult  choices,  and  I  am  glad  that  you  are  working  on  it, 
Senator. 

Senator  Mack.  Mr.  Secretary,  let  me  once  again  thank  you  for 
your  participation  today.  It's  been  most  helpful.  And  to  each  of  you, 
for  taking  your  time.  Some  of  you  came  pretty  good  distances  to  be 
with  us.  I  appreciate  your  input  and  your  help  as  we  try  to  work 
through  a  very  complicated  issue. 

The  hearing  is  adjourned. 

Mr.  Retsinas.  Thank  you. 

Mr.  BODAKEN.  Thank  you. 

[Whereupon,  at  12:00  noon,  the  hearing  of  the  Subcommittee  was 
adjourned.] 

[Prepared  statements,  response  to  written  questions,  and  addi- 
tional material  supplied  for  the  record  follow:] 
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PREPARED  STATEMENT  OF  SENATOR  ALFONSE  M.  D'AMATO 

Good  morning.  I  would  like  to  commend  Chairman  Mack  for  holding  this  impor- 
tant hearing  on  the  need  for  changes  to  the  Low-Income  Housing  Preservation  and 
Resident  Homeownership  Act  and  various  options  for  its  reform. 

I  applaud  Senator  Mack  for  recognizing  the  crucial  need  for  open  discussion  and 
debate  of  this  pressing  policy  matter.  Without  Congressional  action,  approximately 
150,000  low-income  housing  units  could  be  lost  from  our  Nation's  afforaaDle  housing 
stock.  Therefore,  it  is  imperative' that  the  Housing  Subcommittee  continue  its  efforts 
to  resolve  this  critical  matter  as  soon  as  possible. 

I  welcome  FHA  Commissioner  Retsinas — it  is  always  a  privilege  to  hear  his 
knowledgeable  views.  I  also  welcome  our  panel  of  expert  witnesses,  who  I  am  sure 
will  represent  the  interests  of  lenders,  owners,  the  nonprofits  and  tenants  in  a  rea- 
sonable and  balanced  way. 

I  must  stress  that  the  protection  of  existing  tenants  is  of  utmost  importance.  As 
I  have  consistently  stated,  the  Federal  Government  has  a  responsibility  to  protect 
the  needy  poor  and  working  class  residents  whom  low-income  housing  programs  are 
intended  to  serve.  We  also  nave  a  responsibility  to  protect  our  country  s  investment 
in  the  privately-owned  assisted  housing  stock.  Nationwide,  370,000  units  are  in  the 

f)reservation  inventory.  Throughout  this  process,  the  rights  of  owners  who  have  ful- 
illed  their  contractual  agreements  must  be  recognized  justly  as  well. 

Given  limited  Federal  resources  and  the  need  to  balance  the  budget  within  7 
years,  it  is  essential  that  the  long-term  costs  of  preservation  be  controlled.  Congress, 
HUD,  and  the  affordable  housing  industry  must  continue  to  work  to  determine  the 
fairest,  most  cost-effective  way  of  solving  this  significant  dilemma. 

Substantial  work  has  been  done  in  the  development  of  several  alternative  propos- 
als to  the  existing  LIHPRHA  program,  ranging  from  a  'capital  grant/loan'  program 
to  a  prepayment/voucher  option.  Today's  hearing  will  allow  us  to  assess  the  poten- 
tial costs  and  ramifications  of  various  reform  solutions.  HUD's  limited  capacity  must 
be  taken  into  account. 

I  am  in  receipt  of  a  Dear  Colleague  letter  from  twelve  Members  of  the  House,  both 
Republican  and  Democrat,  expressing  their  concern's  regarding  preservation.  I  re- 
spectfully request  that  this  correspondence  be  inserted  in  the  hearing  record. 

In  closing,  I  would  like  again  to  thank  Senator  Mack,  Senator  Faircloth,  Senator 
Bond,  and  all  my  colleagues  for  their  dedication  to  addressing  the  many  complex 
and  difficult  housing  issues  before  us. 


PREPARED  STATEMENT  OF  NICOLAS  P.  RETSINAS 

Assistant  Secretary  for  Housing,  Federal  Housing  Commissioner 

U.S.  Department  of  Housing  and  Urban  Development 

Washington,  DC 

October  17,  1995 

Mr.  Chairman  and  Members  of  the  Committee:  Thank  you  for  inviting  me  here 
today  to  participate  as  a  partner  with  you  in  our  mutual  efforts  to  improve  the  way 
we  preserve  affordable  housing  opportunities.  In  my  brief  remarks,  I  would  like  to 
share  with  you  some  facts  ana  numbers  which  tell  where  we  are  today  and  what 
is  at  stake  regarding  the  issue  of  preservation.  Finally,  I  would  like  to  suggest  for 
your  consideration  some  core  principles  to  guide  us  in  our  deliberations. 

Prior  to  assuming  my  position  with  HUD  as  Assistant  Secretary  for  Housing,  I 
co-authored  an  article  about  preservation,  especially  as  it  relates  to  Elderly  housing. 
At  that  time,  I  predicted  that  the  current  legislation  might  not  work  easily  or  effi- 
ciently. I  now  know  first-hand  the  wisdom  of  that  earlier  prophecy. 

When  we  craft,ed  the  current  preservation  language — and  I  say  "we"  because 
many  of  us  in  this  room  were  involved — we  envisioned  a  crisis  which  would  result 
in  the  loss  of  hundreds  of  thousands  of  units  of  affordable  housing  and  the  displace- 
ment of  thousands  of  residents.  The  existing  preservation  program  was  a  noble  ef- 
fort to  forestall  that  problem.  Now,  however,  with  the  benefit  of  hindsight,  we  are 
able  to  see  the  problem  more  clearly  and  also  to  see  the  strengths  and  weaknesses 
of  the  program  we  crafted. 

Thus,  my  comments  are  not  meant  to  criticize  or  denigrate  the  important  efforts 
of  all  who  participated  in  developing  the  program.  Rather,  we  can  use  our  experi- 
ence to  strengthen  what  we  do  in  the  future  in  this  environment  of  constrained  re- 
sources. 
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Background  on  Current  Programs 

Building  on  interim  legislation  enacted  in  1987,  the  Congress  developed  an  ap- 
proach that  practically  precluded  any  prepayments  and  promised  to  pay  virtually 
any  price  to  achieve  that  objective.  That  strategy  set  up  a  procedure  that  restricts 
owners'  prepayment  rights  or,  as  some  have  argued,  closely  resembled  an  eminent 
domain  taking  process.  In  any  event,  the  procedure  was  complex  and  detailed,  in- 
cluding multiple  appraisals,  with  no  practical  limits  on  costs. 

The  existing  program  relies  on  two  fundamental  subsidies:  Increased  debt,  in- 
sured by  the  FHA  fund  and  increased  Section  8  subsidies,  to  support  this  debt.  By 
doing  this,  we  increased  the  long-term  liabilities  of  the  Federal  Government, 
through  the  FHA  insurance  fund,  sometimes  extending  far  beyond  the  Section  8 
subsidy  commitment.  To  put  numbers  on  this,  we  have  created  35,000  new  units  of 
Section  8  subsidy,  costing  approximately  $230  million  a  year,  in  addition  to  Section 
8  subsidy  supplements  to  units  already  in  place. 

Today,  227  approved  preservation  Plans  of  Action  are  waiting  to  be  funded  at  over 
$700  million  in  new  budget  authority.  One  could  argue,  Mr.  Chairman,  that  preser- 
vation has  achieved  its  objectives — but  at  a  current  and  future  cost  that  we  can  no 
longer  afford  if  indeed  we  ever  could. 

Status  of  Preservation  Pipeline 

There  is  a  certain  irony  in  the  fact  that  we  have  increased  by  tenfold  the  number 
of  projects  processed  in  any  given  year  during  our  administration.  In  the  4  years 
from  1989  to  1993,  we  processed  only  120  projects.  In  1994  alone,  we  processed  an 
additional  120  projects.  And  in  1995,  we  processed  266  projects,  or  double  the  1994 
level. 

Approved  Projects 

Since  the  beginning  of  the  current  laws  on  preservation,  we  have  approved  Plans 
of  Action  for  738  projects  through  September  30th  of  this  year.  These  projects  rep- 
resent just  under  90,000  units,  broken  down  as  follows: 

•  511  projects,  with  approximately  63,000  units,  were  approved  and  funded  at  a  cost 
of  $1.2  billion — but  only  for  the  first  5  years  of  preservation.  This  cost  has  to  be 
continued  for  at  least  the  full  remaining  term  of  the  mortgage. 

•  Another  227  projects,  with  27,000  units,  are  in  the  unfunded  pipeline  queue.  The 
total  cost  of  funding  these  projects  would  be  over  $700  million. 

Projects  in  Processing 

There  are  an  additional  1,100  projects  with  126,500  units  that  are  in  processing. 
Slightly  more  than  800  of  thesed  projects  have  not  reached  the  completion  of  their 
appraisal  process,  with  the  remainder  awaiting  plan  of  action  approvals.  If  all  of 
these  projects  were  to  be  approved — clearly,  not  all  of  them  would — the  total  cost 
to  the  taxpayers,  based  on  current  cost  experience,  would  be  almost  $2.5  billion. 

Eligible  Projects  Not  in  Processing 

As  for  eligible  projects  not  in  processing,  there  are  1,855  insured  projects  with 
188,665  units  that  have  not  initiated  any  filing  under  the  preservation  program.  Ad- 
ditionally, it  is  believed  that  there  are  approximately  70,000  units  of  State  Agency 
non-insured  projects  that  have  not  filed. 

Basic  Principles  of  Reform 

Mr.  Chairman,  notwithstanding  this  status  report,  numbers  alone  do  not  fully 
capture  the  overriding  budget  issue  that  is  driving  the  preservation  policy  debate. 
We  believe  that  our  current  efforts  at  preservation  are  too  costly  and  cannot  be  sus- 
tained given  today's  budgetary  realities.  Therefore,  Mr.  Chairman,  if  the  current  ap- 
proach is  simply  too  costly,  how  do  we  proceed  from  here? 

Quotes  from  Inspector  General 

Mr.  Chairman,  let  me  quote  from  a  recent  report  of  our  Inspector  General's  office 
regarding  the  Multifamily  Preservation  Program: 

"We  believe  that  the  Preservation  Program  should  be  repealed,  thereby  eliminat- 
ing the  project  owner's  ability  to  obtain  equity  from  the  project  without  taking  any 
risk.  Repeal  would  also  eliminate  the  need  for  additional  project-based  subsidies. 
Project  owners  would  be  allowed  the  uncontested  option  of  prepayment  and  tenants 
would  be  provided  tenant-based  subsidies,  giving  them  the  freedom  to  choose  where 
to  live." 

Quoting  from  the  same  report  dated  July  14,  1995,  the  IG's  ofiice  states: 

"HUD  has  an  opportunity  to  make  a  clean  break  from  policies  and  programs  that 
failed  in  the  past  and  to  pursue  new  approaches  to  old  problems  that  have  long 
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beset  HUD's  Multifamily  Programs.  As  this  study  points  out,  there  is  no  easy  solu- 
tion to  the  preservation  problem.  However,  the  cornerstone  for  correcting  the  prob- 
lem, both  from  the  cost  and  legal  aspects,  must  include  the  uncontested  option  for 
the  project  owner  to  prepay  as  HUD's  proposed  'New  Preservation'  program  does.  Pre- 
payment allows  the  greatest  flexibility  for  the  market  to  establish  both  the  rents  for 
tenants  and  the  value  of  the  project  for  the  owners." 

We  have  learned  a  number  of  lessons  from  our  experience  in  administering  Pres- 
ervation programs  under  Titles  II  and  VI.  We  wish  to  apply  the  lessons  gained  from 
our  experience  in  such  a  way  as  to  protect  residents  from  adverse  consequences  of 
our  actions  in  this  area.  My  principal  concern  as  Assistant  Secretary  for  Housing 
and  Federal  Housing  Commissioner  is  to  assure  that  existing  residents  continue  to 
reside  in  affordable  rental  housing. 

Fundamental  to  reforming  Preservation  is  changing  the  priorities  from  owner 
compensation  to  resident  protection.  This  means  that,  as  the  owners'  right  to  prepay 
is  restored,  the  residents  miist  be  protected  from  any  threats  that  may  arise  to  their 
continued  residency. 

Mr.  Chairman,  cognizant  of  the  findings  by  HUD's  Inspector  General,  I  believe 
there  are  certain  actions  we  can  and  should  take  to  reform  and  improve  the  Preser- 
vation Program,  and  I  would  like  to  review  with  you  those  actions  or  guiding  prin- 
ciples. 

1.  Protect  residents.  The  first  action  relates  to  my  foremost  concern,  Mr.  Chair- 
man, and  that  is  resident  protection.  I  know  that  you  share  this  concern.  Whatever 
course  of  action  is  taken,  residents  must  come  first.  The  protection  of  residents  can 
be  achieved  in  part  by  the  provision  of  vouchers.  I  will  elaborate  on  that  in  a  few 
moments. 

2.  Restore  the  right  to  prepay.  Second,  if  we  agree  that,  under  the  current  budget 
realities,  the  current  approacn  to  preservation  is  too  costly,  we  must  restore  the 
right  of  owners  to  prepay  their  mortgages.  As  stated  before,  to  do  otherwise  leads 
to  an  expensive  ana  convoluted  process. 

Issues  and  Options 

With  these  principles  in  mind,  let  me  suggest  some  issues  and  options  for  your 
consideration,  Mr.  Chairman,  that  would  reflect  these  principles. 

Protection  of  Residents 

In  the  case  of  prepayments,  current  contracts  would  continue  as  project-based 
until  they  expire  and,  when  they  do  expire,  the  same  policies  as  for  other  contract 
expirations  would  apply. 

The  more  difTicult  question,  Mr.  Chairman,  is  how  to  deal  with  those  residents 
not  now  receiving  Section  8  assistance  who  would  be  effected  by  the  removal  of  use 
restrictions  and  increases  in  rents  upon  prepayment. 

If  these  residents  are  to  be  protectea  from  rent  increases,  the  first  question  is 
where  to  establish  the  level  of  benefit.  Should  all  currently  unassisted  residents 
whose  incomes  are  at  or  below  80  percent  of  area  median  income  be  protected,  or 
should  the  eligibility  line  be  drawn  at  a  lower  level — say,  60  percent  or  50  percent 
of  median  income?  Clearly,  the  higher  the  line  is  drawn  the  more  costly  the  protec- 
tions become,  but  also  as  resident  incomes  increase,  the  subsidy  costs  decrease. 

Our  information  indicates  that,  based  on  the  current  preservation  portfolio,  ap- 
proximately 10  percent  of  the  residents  are  above  80  percent  of  median  income — 
and  thus  are  ineligible  for  housing  assistance.  The  remaining  90  percent  of  the  resi- 
dents is  split  roughly  evenly  between  those  residents  currently  receiving  Section  8 
assistance  and  those  not  receiving  any  assistance.  Of  those  who  are  not  now  receiv- 
ing assistance,  a  little  more  than  one-half  are  very  low  income — that  is,  those  whose 
incomes  are  at  50  percent  or  less  of  area  median  income.  That  leaves  a  little  less 
than  one-half  that  are  50  to  80  percent  of  median  income. 

The  next  question,  Mr.  Chairman,  is  what  level  of  protection  is  provided  for  those 
residents  receiving  vouchers  whose  rents  after  prepayment  are  greater  than  the 
voucher  payment  standard.  Should  those  residents  be  assisted  up  to  that  new  rent 
to  prevent  their  being  displaced?  Should  distinctions  be  made  between  types  of  resi- 
dents if  this  protection  were  to  be  provided — e.g.,  elderly,  disabled,  families — or 
should  all  be  protected? 

Moreover,  should  there  be  any  time  limits  placed  on  this  additional  form  of  protec- 
tion? Again,  these  protections  add  cost,  but  the  amount  of  the  cost  increase  needs 
to  be  balanced  against  the  disruption  in  the  lives  of  these  vulnerable  people. 

We  are  prepared  to  work  with  you,  Mr.  Chairman,  to  attempt  to  resolve  these  two 
basic  questions: 

1.  Where  to  draw  the  line  in  regard  to  the  populations  eligible  to  receive  protec- 
tion? 
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2.  How  high  to  permit  the  payment  standard  to  rise  in  high  cost  markets? 

In  addressing  these  questions,  we  must  particularly  address  the  question  of  how 
much  of  our  scarce  resources  we  are  willing  to  pay  to  achieve  increasingly  higher 
levels  of  resident  protection. 

Prepayment 

Mr.  Chairman,  let  me  now  turn  to  the  issue  of  prepayment  as  it  relates  to  the 
owners.  Given  that  the  current  approach  to  preservation  cannot  be  sustained  in  to- 
day's budget  environment,  I  propose  that  owners  of  HUD-insured  Section  236  and 
Section  221(d)(3)  BMIR  low-income  multifamily  rental  housing  be  permitted  to  pre- 
pay their  HUD-insured  mortgages.  Furthermore,  I  propose  that  they  be  permitted 
to  prepay  without  observing  the  waiting  period  prescribed  in  current  law. 

With  their  right  to  prepay  restored,  any  owner  who  chooses  not  to  participate  or 
is  ineligible  to  participate  can  convert  their  property  to  market  use  or  continue  in 
their  current  mode. 

Targeting  of  Preservation  Resources 

As  you  know,  Mr.  Chairman,  $624  million  dollars  have  been  proposed  for  appro- 
priation for  the  current  program — but  only  for  the  current  program.  We  cannot 
spend  this  amount  on  the  new  program  or  an  alternative,  more  efficient  approach, 
such  as  one  we  will  describe  today.  This  has  put  us  in  the  curious,  if  not  tragic, 
position  of  having  to  spend  a  large  amount  of  limited  resources  on  a  discredited  pro- 
gram, while  we  must  postpone  reforms  until  next  year.  This  unintended  result  will 
be  pressure  to  spend  scarce  resources  on  a  program  that  doesn't  work,  leaving  no 
resources  for  doing  the  right  thing. 

I  would  like  to  point  out,  Mr.  Chairman,  that  about  60  percent  of  the  total  in- 
crease in  FY  1997  appropriations  over  the  House  level  proposed  in  the  Senate  bill 
is  targeted  to  go  to  the  current  preservation  program.  We  must  thus  ask  ourselves 
whether  we  should  allocate  that  much  of  our  scarce  resources  to  this  program. 

Mr.  Chairman,  to  state  the  problem  differently,  we  simply  do  not  have  enough 
money  to  serve  all  eligible  units  under  the  current  preservation  law.  We  are  faced 
with  the  dilemma  of  whether  it  is  better  to  help  a  very  few  units  at  very  high  costs, 
or  whether  it  is  better  to  protect  residents  in  all  preservation  properties.  There  is 
simply  not  enough  money  to  preserve  all  units.  Given  this  reality,  I  believe  there 
is  no  choice  but  to  allow  owners  to  prepay  and  to  protect  the  low-income  tenants. 

There  are  those  who  will  point  to  the  80-year-old  widow  who  may  be  displaced 
from  her  apartment  with  no  apparent  place  to  go  and  pose  the  question:  Should  we 
allow  this  person  to  be  displaced?  Others  will  point  to  a  person  whose  rent  is  in- 
creased substantially,  but  wno  remains  in  place  at  taxpayers'  expense.  What  I  would 
like  to  suggest,  Mr.  Chairman,  to  underscore  the  difficulty  of  sorting  this  issue  out, 
is  that  these  two  descriptions  could,  in  fact,  be  about  the  same  person. 

Let  me  therefore  suggest,  Mr.  Chairman,  that  we  work  together  to  craft  an  ap- 
proach that  does  not  defer  reforms  and  that  permits  us  to  acnieve  the  basic  objec- 
tives and  principles  I  stated  earlier  within  the  budget  resources  available  to  us. 
That  means  developing  an  approach  founded  on  first  protecting  residents,  then  per- 
mitting prepayments,  and  finally — as  resources  permit — creating  a  highly  targeted 
preservation  program  that  uses  capital  grants  and  emphasizes  sales  to  resident-con- 
trolled entities  and  public  agencies,  and  requires  any  other  preservation  proposals 
to  conform  to  very  narrow  criteria,  high  participation  thresholds,  real  prepayment 
threat,  and  solid  evidence  of  local  involvement  and  support. 

Mr.  Chairman,  to  the  extent  that  resources  are  available  under  the  Senate  pro- 
posal, using  Capital  Grants  and  Loans,  we  estimate  that  5,000  units  could  be  pre- 
served for  each  increment  of  $100  million  in  funding: 
$100  million— Would  preserve  5,000  Units 
$200  million— Would  preserve  10,000  Units 
$300  million— Would  preserve  15,000  Units,  etc. 

We  believe  this  is  a  fair  representation  of  what  your  dollars  would  buy  in  terms 
of  preservation  if  applied  to  a  Capital  Grant/Loan  program,  but  with  no  additional 
resident  benefits. 

Conclusion 

Mr.  Chairman,  the  Report  of  this  Committee  regarding  the  AfTordable  Housing 
Act  of  1990  states  that  "preservation  of  the  existing  inventory  for  low-income  and 
moderate-income  use  is  a  valid  and  significant  component  of  national  housing  pol- 
icy." The  Report  goes  on  to  state  that  a  Federal  preservation  strategy,  "if  structured 
correctly,  can  be  accomplished  in  a  way  that  protects  the  interests  of  the  owners, 
the  tenants,  and  the  communities  in  which  the  housing  is  located." 
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Mr.  Chairman,  the  goals  articulated  in  the  original  preservation  program  are  still 
quite  valid — our  goals  remain  the  same.  What  has  changed  are  the  liscal  constraints 
and  economic  realities  of  1995.  The  challenge  for  all  of  us  is  to  continue  to  strive 
to  achieve  these  goals  within  those  constraints. 

Let  me  conclude  my  remarks  by  restating  what  I  believe  to  be  the  three  para- 
mount principles  that  should  guide  us  in  our  deliberations: 

1.  We  should  protect  residents  currently  residing  in  affordable  housing. 

2.  We  should  restore  the  right  to  prepay. 

3.  We  should  tightly  target  any  preservation  resources  that  may  be  available. 

As  you  are  aware,  Mr.  Chairman,  funds  available  for  FY  1996  are  severely  con- 
strained and  we  must  assure  that  monies  available  are  well-spent.  Any  monies  not 
well-spent  represent  dollars  that  are  taken  away  from  somewhere  else — for  example, 
from  FHA  insurance  authority,  asset  disposition,  and  public  housing. 

I  therefore  urge  this  Committee  to  adopt  an  approach  such  as  I  have  described 
today. 

This  concludes  my  opening  statement,  Mr.  Chairman.  I  welcome  your  questions. 
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PREPARED  STATEMENT  OF  PETER  RICHARDSON 

President,  Institute  For  Responsible  Housing  Preservation 
Washington,  DC 

October  17,  1995 

Good  morning,  Mr.  Chairman.  My  name  is  Peter  Richardson.  I  am  pleased  to  ap- 
pear before  you  as  President  of  the  Institute  for  Responsible  Housing  Preservation. 
The  Institute  represents  the  interests  of  owners  and  managers  of  older  assisted 
housing  properties,  and  in  particular  those  properties  governed  by  the  Low  Income 
Housing  Preservation  and  Resident  Homeownership  Act  of  1990  ("LIHPRHA").  We 
served  as  the  owner's  voice  in  the  legislative  struggle  that  led  to  the  passage  of 
LIHPRHA  in  1990  and  have  maintained  that  role  ever  since. 

I  am  also  a  partner  and  vice  president  of  the  Boston  Financial  Group,  a  real  es- 
tate investment  company,  that  owns  and  manages  more  that  34,000  units  of  feder- 
ally-assisted affordable  housing  throughout  the  country.  Nearly  7,500  of  these  units 
in  44  properties  were  financed  under  HUD's  Section  221(d)(3)  and  Section  236  pro- 
grams and  thus  are  affected  by  LIHPRHA. 

In  this  testimony,  we  will  set  forth  our  views  on  the  owner's  contractual  right  of 
prepayment,  as  well  as  the  capital  loan  and  grant  program  contained  in  the  Senate 
version  of  H.R.  2099,  the  FY  1996  VA,  HUD,  and  Independent  Agencies  Appropria- 
tions Bill. 

We  believe  that  present  LIHPRHA  is  meeting  the  purposes  for  which  it  was  en- 
acted— preserving  needed  low-income  units,  while  fairly  compensating  the  owner  for 
taking  of  the  contractual  right  to  prepay.  However,  the  LIHPRHA  financing  mecha- 
nism of  enhanced  Section  8  rents  for  an  indefinite  period  of  time  is  now  deemed  to 
be  too  expensive  to  accomplish  the  desired  end.  For  that  reason,  the  Senate,  in 
adopting  H.R.  2099,  would  restore  the  owner's  contractual  right  to  prepay  while  cre- 
ating a  new  capital  loan  and  grant  program.  This  program  would  provide  an  incen- 
tive to  encourage  many  owners  to  retain  the  property  in  the  low-income  stock. 

Prepayment  Ri^t 

Owners  strongly  support  the  return  of  their  right  to  prepay.  This  right  was  spe- 
cifically included  in  the  contracts  into  which  owners  entered  at  the  commencement 
of  these  programs.  The  prepayment  right  was  a  significant  inducement  for  them  to 
participate  in  the  then-uncharted  waters  of  privately-owned  federally-assisted  hous- 
ing. 

Both  the  Emergency  Low  Income  Housing  Preservation  Act  of  1987  (ELIHPA)  and 
LIHPRHA  effectively  prohibited  prepayment.  It  was  not  only  morally  wrong  for  the 
Government  to  abrogate  its  contractual  promise,  but  the  courts  are  now  finding  that 
it  is  legally  wrong  as  well,  subjecting  the  Government  to  liability  for  damages.  The 
Court  of  Federal  Claims,  in  Cienega  Gardens  v.  HUD,  ruled  exactly  to  that  effect 
in  March  of  this  year.  The  longer  the  prepayment  restriction  stays  on  the  books, 
the  greater  will  be  the  damages  to  the  (jovernment. 

You  can  imagine  how  owners  feel  about  the  Government's  fidelity  to  its  obliga- 
tions. Originally,  the  Government  permitted  prepayment.  In  1990,  LiHPRHA  took 
away  that  right,  but  provides  compensation  for  the  taking  involved.  Then,  5  years 
later,  after  owners  spent  countless  hours  and  dollars  going  through  tortuous 
LIHPRHA  processing,  the  Government  determined  that  it  would  not  fund  that  pro- 
gram any  longer.  It  is  not  surprising  that  many  owners  feel  enough  is  enough. 

The  question  is  often  asked,  if  the  right  to  prepay  is  restored,  will  owners  in  fact 
prepay?  There  are  those  who  believe  that  most  LIHPRHA  properties  do  not  have 
enougn  real  value  for  owners  to  go  through  the  time,  expense,  and  hassle  of  prepay- 
ment. These  doubters  don't  think  owners  would  give  up  the  security  of  a  HUD-sub- 
sidized  debt  to  face  the  unpleasant  task  of  evicting  low-income  tenants  and  then 
gambling  on  the  vagaries  of  the  conventional  rental  market.  They  believe  that  own- 
ers who  said  they  would  prepay — whether  there  is  a  funded  LIHPRHA  program  or 
not — are  bluffing. 

We  are  not  blufTing.  Some  owners  will  prepay  in  any  event,  and  virtually  all  own- 
ers who  have  some  preservation  value  would  prepay  in  the  absence  of  a  viable  cap- 
ital grant  or  loan  program.  This  is  so  for  many  reasons. 

First,  those  of  us  wno  are  managing  general  partners  have  little  choice  but  to  pre- 
pay to  alleviate  the  current  unfavorable  tax  consequences  now  facing  our  limited 
partners.  These  limited  partners  no  longer  receive  any  tax  benefits  from  the  invest- 
ment they  made  20  or  25  years  ago.  The  tax  treatments  that  attracted  their  capital 
have  expired,  and  the  low-income  use  agreements  with  HUD  prevent  them  from  re- 
ceiving any  measurable  cash  from  operations.  They  are  not  even  receiving  enough 
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cash  to  pay  their  tax  liabilities.  Limited  partners  will  insist  that  HUD  financing  be 
replaced  by  conventional  debt  financing. 

Second,  it  is  asserted  that  financing  for  LIHPRHA  prepayments  would  not  be 
available.  Again,  that  is  not  the  case.  We  include  as  an  exnibit  to  our  testimony  a 
study  by  David  A.  Smith  of  Recapitalization  Advisors,  Inc.,  consultant  to  the  Insti- 
tute, which  demonstrates  that  capital  markets  would  emerge  to  provide  refinancing 
for  these  projects.  Lenders  will  look  for  fundamentally  sound  property  in  the  private 
market  and  will  do  the  necessary  due  diligence.  But  with  the  large  amount  of  poten- 
tial prepayments,  we  envision  serious  competition  among  financiers  to  make  funds 
availabfe  for  these  projects.  In  addition,  owners  with  strong  local  banking  relation- 
ships would  not  have  difficulty  financing  out  the  HUD  debt. 

Capital  Loan  and  Grant  Proposal 

Although  a  significant  number  of  owners  will  prepay  under  any  circumstances,  a 
greater  number  would  choose  to  maintain  their  nousing  as  affordable  stock  if  they 
receive  adequate  incentives.  For  this  reason,  we  strongly  support  the  new  capital 
grant  and  loan  preservation  program  contained  in  the  Senate  s  appropriations  act. 

As  under  present  LIHPRHA,  owners  would  receive  a  loan  equal  to  70  percent  of 
the  preservation  equity,  as  well  as  a  rehabilitation  loan.  In  the  case  of  sale,  pur- 
chasers would  keep  a  property  low  income  and  receive  an  acquisition  grant  equal 
to  100  percent  of  the  equity.  Funds  would  also  be  provided  for  capital  improvements 
and  payment  of  necessary  transaction  costs.  Because  the  modified  program  utilizes 
up-front  funding,  or  installment  funding  over  a  5-year  period,  rather  than  long-term 
Section  8,  it  is  cneaper  than  the  present  LIHPRHA. 

Of  real  significance,  the  new  program  is  less  expensive  in  the  relatively  short  run 
than  providing  vouchers  in  the  case  of  prepayment.  It  is  also  far  less  expensive  in 
the  long  run.  According  to  a  study  performed  by  Mr.  Smith,  the  capital  grant/loan 
funding  mechanism  is  slightly  cheaper  in  7-year  outlays,  about  40  percent  cheaper 
in  7-year  budget  authority,  and  64  percent  cheaper  in  discounted  present  value  over 
25  years.  Although  we  are  aware  of  HUD's  disagreement  with  these  figures,  there 
is  no  dispute  that  the  average  preservation  cost  under  LIHPRHA  is  $19,000  per 
unit;  an  expenditure  of  that  amount  preserves  the  unit  for  its  remaining  useful  ufe. 
On  the  other  hand,  vouchers  needed  for  prepayments  would  cost  from  $6,000  to 
$9,000  a  year.  It  is  obvious  which  alternative  is  less  costly  even  in  the  relatively 
short  run. 

The  new  capital  grant  and  loan  program  would  also  permit  owners  who  were  vic- 
tims of  slow  or  non-HUD  processing  under  LIHPRHA  to  participate  in  the  preserva- 
tion program.  For  example,  legal  questions  on  the  effect  of  local  rent  control  laws 
proved  a  particular  problem  in  New  York  City  where  there  has  been  virtually  no 
LIHPRHA  processing.  Owners  in  Los  Angeles  and  other  areas  have  suffered  from 
slow  processing. 

We  are  aware  that  funding  of  capital  grants  and  loans  does  pose  a  first-year  out- 
lay problem.  Accordingly,  the  Senate  Appropriations  Committee's  bill  delays  the  ef- 
fectiveness of  the  program  for  a  year.  A  year's  delay  will  negate  the  program  and 
exacerbate  the  prepayment  problem  and  associated  voucher  costs.  Some  measure  of 
current  funding  must  be  found.  It  is  a  mistake  to  concentrate  on  outlays  instead 
of  total  long-run  costs.  This  has  been  a  fundamental  fallacy  inherent  in  nousing  fi- 
nance since  the  United  States  Housing  Act  of  1937  when  public  housing  was  funded 
through  annual  contributions  to  alleviate  the  outlay  problem,  instead  of  up-front 
funding.  This  penny-wise,  pound-foolish  approach  has  proven  extremely  costly  to  the 
Nation  and  has  contributed  to  the  demise  of  many  of  our  housing  programs. 

In  any  event,  the  owner's  right  of  prepayment  must  be  restored  immediately.  It 
is  a  matter  of  justice  and  fairness.  Restoration  would  also  eliminate  the  need  for 
continued  HUD  LIHPRHA  processing  that  would  lead  to  ultimate  prepayment  if  no 
funding  is  available.  It  would  also  mitigate  damages  that  the  Government  may  face 
for  breach  of  contractual  obligations. 

Conclusion 

The  Institute  strongly  favors  the  provisions  adopted  by  the  Senate  2  weeks  ago, 
restoring  the  right  of  prepayment  and  creating  the  capital  loan  and  grant  program. 
We  thank  you  for  hearing  our  testimony  today,  and  would  be  pleased  to  answer  any 
questions  that  you  might  have. 
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Affordable  Housing  Preservation 
Financial  Vlabu^ity  of  Prepa  yment 


Summary 

If  the  nght  to  prepay  is  restored,  prepayment  will  be  financially  viable  and  there  will  be 
money  available.  Prepayment  conversion  is  analogous  to  and  no  more  complicated  than  a  typical 
defaulted-mortgage  turnaround  or  condo  conversion,  both  forms  for  which  fmancing  is  readily 
available. 

The  Econoahcs  of  Prepa  yment 

The  Typical  Prepayment  Candidate.  A  typical  property  suitable  for  prepayment  has  a 
low  HUD  first  mortgage  and  current  rents  significantly  below  market  levels.  It  has  an  established 
residential  location,  usually  with  a  half-dozen  older  conventional  apanmcnt  complexes  in  the  same 
general  market  area;  these  existing  properties  provide  excellent  market  comparables  from  which 
to  estimate  economic  market  rents  and  to  determine  suitable  market  upgrades.  In  the  typical 
prepayment  property,  about  40%  of  the  residents  receive  Section  8,  usually  in  a  form  that  will 
continue  after  prepayment  and  allow  the  resident  to  afford  a  significantly  higher  rent  than  the 
regulated  rent  now  being  charged  at  the  property. 

A  prepayment  conversion  is  substantially  less  risky  than  new  construction,  because  there  is 
no  initial  development  risk  and  the  markets  are  already  established 

The  Owner's  Conversion  Sequence.  An  owner  intending  to  prepay  so  as  to  realize 

residual  value  will  usually  take  the  property  through  an  eight-step  sequence,  as  follows: 

1.  Obtain  a  conventional  loan  commitment  for  prepayment  financing.   As  discussed  below, 
many  sources  for  this  financing  are  or  will  be  available. 

2.  Borrow  enough  money  to  pay  oflFthe  HUD  loan  (plus  transaction  costs)  and  provide 
working  capital  to  fiind  renovations. 

3.  Raise  rents  on  all  undercharged  residents  (sec  below). 

4  Upgrade  property  amenities  (signage,  landscaping,  swimming  pools,  and  so  on). 

5.  Raise  rents  on  all  apanments. 

6.  As  moveouts  occur,  renovate  apartment  interiors. 

7.  Stabilize  operations  at  the  new  high  occupancy  with  market  rents 
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8.    Take  out  equity  by  refinancing  the  prepayment  financing  into  a  long-term  loan 

For  the  typical  property,  these  eight  steps  will  take  somewhere  between  12  and  30 
months. 

Importantly,  ihe  entire  conversion  sequence  can  be  accurately  projected  before  the  o>\ncr 
prepays.  Market  rents  are  easy  to  estimate  and  verify.  The  current  resident  mcome  profile  is 
known,  so  the  owner  can  determine  in  advance  which  residents  can  afford  higher  rents,  and  how 
much.  The  owner  controls  Interim  rent  levels,  so  can  stage  vacancy  at  its  convenience. 

Attributes  that  Influence  Prepayment  Viability.  Given  the  conversion  sequence,  the 
following  factors  influence  a  propeny's  prepayment  viability. 

•  Rental  gap  between  current  regulated  rents  and  market  rents.  Higher  gaps  not  only  imply 
higher  equity,  they  also  imply  potential  to  raise  rents  rapidly  after  conversion 

•  Current  cashflow  being  generated  by  the  property,  which  provides  Net  Operating  Income 
to  service  replacement  debt. 

•  Current  cash  assets  of  the  property,  including  replacement  reserves,  residual  receipts,  and 
other  cash  working  capital,  all  of  which  provide  funds  for  the  transition. 

•  Undercharged  residents  who  can  pay  higher  rents.  Because  current  rents  are  regulated, 
many  residents  are  paying  much  less  rent  than  they  can  afford,  in  two  categories:  (1) 
Section  8  recipients  (vouchers,  certificates,  and  existing  LMSA)  have  contract  authority  to 
pay  rent  up  to  a  payment  standard  that  is  usually  FMR,  and  (2)  low  and  moderate  income 
residents  currently  paying  far  less  than  30%  of  their  income  for  rent.  Undercharged 
residents  comprise  50-60%  of  the  typical  property. 

•  Improvements  required.  Capital  improvements  necessary  to  sustain  higher  rents  must  also 
be  financed  in  the  conversion,  and  they  take  time  to  install.  Thus  properties  in  better 
condition,  with  more  amenities  already  in  place,  can  convert  at  much  lower  interim 
financing  cost. 

»     Remaining  HUD  mortgage  debt  which  affects  how  much  replacement  debt  must  be 
financed;  lower  mortgage  balances  make  conversion  easier. 

•  Projected  ultimate  equity  takeout   Properties  with  large  projected  equity  after  conversion 
can  be  more  easily  financed,  because  lenders  take  comfort  in  the  obvious  value  potential. 
Properties  whose  post-conversion  value  only  slightly  exceeds  the  interim  financing  needed 
will  find  it  more  difficult  to  locate  capital. 

In  general,  most  properties  far  advanced  in  the  LIHPRHA  pipeline  have  excellent 
conversion  potential.  The  LIHPRHA  appraisal  process  requires  a  detailed,  month-by-month 
projection  of  the  entire  conversion  period.  The  appraisal  reconciliation  sequence  of  HUD  review 
and  reconciliation  of  the  two  independent  appraisals,  and  subsequent  owner  negotiation,  has  had 
the  effect  of  culling  from  the  pipeline  properties  whose  conversion  potential  was  based  on  owner 
hope  rather  than  market  evidence. 
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Covering  the  Incrtase  in  Debt  Service.  The  increase  in  debt  service  necessary  to  pay  ofl" 
the  HUD  first  mongage  is  small  enough  so  that  the  typical  property  will  achieve  it  wjthia  only  a 
few  months  after  prepayment. 

To  pay  off  the  typical  HUD  loan  and  replace  it  with  conventional  financing  requires  an 
increase  in  initial  debt  service  of  roughly  S54  per  apartment  month  (from  roughly  $36'  before 
prepayment  to  590^  after  prepayment).  The  owner  vvill  have  several  sources  to  cover  this 
flmding: 

•  Current  cash  flow  already  being  generated.  The  typical  property  generates  about  S9^  per 
apanment  per  month. 

•  Existing  cash  assets  (replacement  reserves  and  residual  receipts).  The  typical  property  has 
about  S500  per  apartment  in  these  accounts. 

•  Immediately  achievable  rent  increases  from  undercharged  residents.  An  increase  of  as 
little  as  14%*,  if  sustained  throughout  the  property,  would  cover  the  necessary  debt 
service. 

•  Internal  funding  from  the  prepayment  loan,  in  a  manner  similar  to  construction  loans. 

In  this  regard,  prepayment  conversion  i*;  obviously  analogous  to  and  less  complicated  than 
condo  conversion,  turnaround,  or  new  construction  of  conventional  rental  apartments  (or  LITC 
properties,  which  are  an  even  belter  analog),  all  of  which  have  had  financing  vehicles  established 
for  many  years. 

A  VA  iLABn.m  OF  Prepa  yment  Financing 

Today's  capital  markets  are  extraordinarily  efficient,  and  their  demand  for  new  financial 
products  appears  insatiable.  Lenders  seeking  new  outlets  have  become  attracted  to  all  aspects  of 
the  HUD  portfolio,  fi-om  property  disposition  through  non-performing  loans.  Recent  HUD 
auctions  have  established  that  even  complicated  and  underperforming  assets  can  be  packaged  into 
pools  and  rapidly  financed  -  indeed,  the  expectation  of  rapid  financing  for  defaulted  HUD  assets 
is  a  cornerstone  of  HUD's  proposed  mark-to-markct  recapitalizations. 


'Calculated  assuming  a  typical  S«aion  236  property  with  $  12,000  per  apanment  of  remaining  HUD  debt,  bearing 
ifltemt  at  7%  (which  results  in  a  monthly  debt  service  payment  of  S93),  and  receiving  $57  in  monthly  Section  236 
interest  reduaion  payments  (IRP)  that  reduce  the  debt  service  to  S36  per  month,  ihe  amount  that  would  be  paid  if 
the  mortgage  bore  interest  at  1%. 

^Calculated  as  in  the  preceding  footnote,  using  $12,500  per  apartment  (512,000  of  mortgage  payoff  plus  S500  in 
transaaion  costs),  at  9%,  interest-only  until  converted  mto  a  pcnruineni  loan   The  9%  intercsi  rate  chosen  is 
higher  than  cunent  market  conditions. 

^HUD  regulated  properties  are  entitled  to  a  'limited  di%-idend  annual  distribuuon'  equAl  to  6*/o  of  imputed  equity 
(10%  of  HUD-approvcd  cost,  with  the  original  mongage  co\ering  90%  of  approved  cost)    Using  the  same 
S12,0O0-pcr-apartmentbaJance  today  (which  implies  an  original  mortgage  of  $15,300),  the  original  equity  was 
$1,700  ($15,300  /  90%  •  10%)  and  the  typical  lirmted  dividend  is  J102  per  year,  or  $9  per  month 
*Cilculatod  as  554  required  ittcrease  di\idcd  by  $374  average  monthly  rent  now  being  achieved. 
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Lenders  approaching  prepayment  conversion  loans  will  finance  them  using  the  same 
underwriting  principles  applied  in  new  construction,  turnaround,  or  condo  conversion    They  will 
want  several  features. 

•  Fundamentally  sound  property  capable  of  competing  in  its  local  market  (ailer  turnover  of 
the  residents). 

•  Thorough  due  diligence  applied  by  experts  in  affordable  housing  finance  and  operations. 

•  Interim  security  for  the  negative  carry  period  in  the  form  of  guarantees  from  the  bonower, 
additional  collateral,  or  a  low  loan-to-value  ratio  (on  the  economic  value  after 
conversion). 

•  Yield  commensurate  with  the  conversion  risk.  This  will  typically  reflect  itself  in  the 
proposed  bonowing  rate.  Capital  markets  have  demonstrated  extraordinary  efficiency  in 
pricing  securities  across  a  risk  spectrum. 

Owners  can  find  prepayment  loans  today  on  a  local  or  regional  basis,  such  lenders  know 
their  markets,  know  the  properties,  and  have  established  long-term  banking  rclationsliips  with  the 
developer  general  partners  who  will  be  soliciting  the  loans 

Nationally  no  vehicle  is  yet  available,  largely  because  no  market  yet  exists.  (The  right  to 
prepay  was  rescinded  in  1987  and  has  yet  to  be  restored.)  However,  if  the  right  to  prepay  is 
restored  and  no  attractive  preservation  program  is  available,  then  the  volume  of  potential  business 
will  be  sufBcicntly  large  that  it  will  attract  secuntization  interest  within  a  few  months. 

The  best  evidence  that  financing  will  be  available  is  the  initial  HUD  non-performing  loan 
auction.  Before  HUD  offered  these  loans  for  sale,  no  market  for  such  loans  existed.  Yet,  within 
the  space  of  only  a  few  months,  a  dozen  major  bidders  emerged,  leadmg  to  a  spirited  auction  that 
yielded  HUD  more  than  $700  million  in  mortgage  recoveries.  Prepayment  properties  are  superior 
candidates  for  securitization  because  they  are  not  financially  or  operationally  distressed  and  their 
mortgages  are  current;  owners  will  elect  to  prepay  and  will  have  plenty  of  opportunity  to 
configure  their  property  before  prepayment  to  maximum  advantage. 

Prepayment  Pn>-formafor  a  Typical  Property.  Exhibit  1  illustrates  the  prepayment 
conversion  sequence  for  a  typical  property  (all  figures  are  per-apartment  and  use  estimates  that 
we  believe  fairly  reflect  the  LEHPRHA  pipeline  as  a  whole).  In  addition  to  paying  off  the 
S12,000/apartmcnt,  the  property  would  also  require  renovations  for  required  repairs  and 

competitive  upgrades,  which  to  be  conservative  are  estimated  at  $5,000/apartment^. 

Even  assuming  a  high  rate  of  turnover,  and  a  relative  inability  to  raise  rents  on 
undercharged  residents,  this  sample  property  achieves  positive  coverage  (that  is,  NOI  after 
prepayment  greater  than  debt  service  on  the  prepayment  loan)  within  nine  months  of  prepayment 
Total  'negative  carry"  (interest  obligations  greater  than  Net  Operating  Income)  is  only  S400  per 


^According  to  HUD  staastics,  the  avenge  required  repairs  for  ail  approved  Plans  of  Action  in  the  LIHPRH.^ 
pipeline  so  far  averages  about  $1,500  per  npanmeni  for  extensions,  S5,000  per  apann»ent  for  sales,  for  an  overall 
:r\eTage  of  aboui  J2,50O  per  apartment  To  this  must  be  added  the  competitive  upgrades  unnecessars'  for  continued 
atrordability  but  important  if  the  property  is  going  to  compete  for  market-rale  residents 
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apartment,  a  smaJI  amount  (less  than  3%  of  the  total  loan  required)  easily  financed  either  from 
existing  working  capital  (such  as  replacement  reserves  and  residual  receipts)  or  in  the  prepayment 
conversion  loan. 

After  nine  months  of  negative  carry,  the  property  stans  generating  more  cash  flow  than  its 
new  loan  needs,  so  that,  when  the  renovations  are  completed  twelve  months  after  prepayment,  the 
interim  financing  can  actuaUy  start  being  slowly  amortized,  even  as  the  property  continues  to  raise 
its  earning  power  in  anticipation  of  an  eventual  equity  takeout.  (These  results  are  also  shown 
graphically,  month  by  month,  in  Exhibit  2.) 

Slightly  more  than  two  years  after  prepayment,  the  owner  is  in  a  position  to  finance  a 
permanent  takeout.  Even  assuming  conservative  undertaking  (125%  coverage  on  achieved  rents 
with  no  forward  projection),  the  owner  of  our  sample  property  can  refinance  to  pay  off  the 
prepayment  loan,  pocket  S6,500  per  apartment  in  net  refmancing  proceeds,  and  remain  with  a 
substantial  cash  flow  worth  another  $6,000  per  apanment. 

In  other  words,  an  owner  evaluating  prepayment  should  expect  SI 2,400  per  apartment  in 
net  equity,  even  after  paying  all  renovation,  transition,  and  financing  costs  of  the  conversion. 

Financing  considerations.  This  typical  example  illustrates  that  the  financial  nsks  of 
prepayment  are  frequently  overstated.  This  property  covers  its  new  debt  service  only  nine  months 
after  prepayment  with  operating  losses  equal  to  only  about  3%  of  the  loan.  Moreover,  the  interim 
cash  flow  projection  can  be  refined  by  a  careful  examination  of  the  resident  rent  roll  and  subsidy 
configuration  to  determine  how  many  residents  arc  undercharged  (in  a  market  sense)  and  thus 
how  much  of  a  rent  increase  can  be  implemented  immediately. 

Comparing  prepayment  with  preservation  recapitalization    Of  course,  an  actual 
conversion  entails  various  risks  to  lenders  (who  will  want  guarantees,  collateral,  or  upside 
participation)  and  owners  (who  will  have  to  supply  guarantees  or  collateral).  Thus,  most 
economically  rational  owners  who  have  the  option  to  choose  berwccn  conversion  and  a  fair 
preservation  recapitalization  (such  as  current  LIHPRHA  or  a  capital  grant/loan  funding 
mechanism)  will  probably  elect  the  safer  route  of  preserving  their  property. 

For  this  reason,  we  believe  that  //Congress  restores  the  right  to  prepay  and 
simultaneously  reforms  LIHPRHA  without  compromising  its  fundamental  economics  (such  as 
with  the  capital  grant^loan  proposal  now  passed  by  the  Senate),  then  owners  far  advanced  in  the 
LIHPRHA  pipeline  will  generally  accept  preservation.  On  the  other  hand,  if  prepayment  is  the 
only  avenue  to  realize  value,  then  owners  will  pursue  it  vigorously. 

If  prepayment  becomes  the  preferred  approach  for  a  large  body  of  owners,  there  will  be 
sufficient  demand  to  motivate  securitizers  and  other  large  capital  sources  to  create  a  vehicle  by 
which  to  finance  prepayments,  conversions,  and  equity  takeouts    Experience  shows  that  the 
process  of  designing  and  going  effective  with  a  new  fmancmg  vehicle  will  take  2-6  months,  as 
shown  by  the  volume  of  interest  surrounding  recent  HUD  auctions  of  non-performing  assets. 
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CONCLUSJON 

Properties  with  economic  conversion  potential  should  have  little  diflficulty  securing 
financing,  because  the  cost  to  pay  off  the  HUD  raongage  and  escape  HUD  rent  regulation  is  small 
compared  with  the  projected  equity  vaJuc  after  conversion. 

Economically  rational  owners  of  propenics  capable  of  either  prepayment  or  preservation 
will  generally  elea  preservation  so  long  as  it  is  fair  and  reasonably  likely.  However,  if 
preservation  is  eliminated  and  the  right  to  prepay  restored,  most  owners  will  unhesitatingly  elect 
to  prepay. 

Owners  seeking  prepayment  will  be  able  to  find  financing  either  locally  (based  on 
relationship  banking  or  additional  local  collateral)  or  nationally  (through  to-be-created  mortgage 
lending  pools)    Prepayment  is  economically  analogous  to  condo  conversion  or  turnaround,  and 
less  risky  than  either;  thus  we  expect  that  financmg  sources  would  rapidly  arise  to  exploit  the 
opportunity  that  will  become  available  if  preservation  is  eliminated  and  owners  are  again  allowed 
to  prepay. 
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VIABILITY  OF  PREPAYMENT 

CONVERSION  PERIOD  PROJECTION 
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MONTH  AFTER  PREPAYMENT 

,    NET  OPERATING  INCOME     .^  REQUIRED  DEBT  SERVICE 

This  graph  illtutntes  the  prepayment  coaversion  penod  month-ljy-month,  showing  how  Net  Operating  Income 
(the  line  of  ■  symbols)  compares  with  the  dcbtscrvicc  required  on  the  prepaymeai  loan  (the  line  of  ♦  symbols). 

When  the  HUD  mortgage  is  prepaid,  debt  service  required  jumps  unmedutely  but  income  rises  more  slowty, 
becniic  even  though  the  owner  wUl  raise  rents  promptly,  higher-than-normal  vacancy  wUl  arue  as  the  .iparmients 
turn  over.  Within  a  few  moaths.  Met  Operating  Income  (NO!)  st-ins  to  nse  substantially,  so  that  by  Month  9  the 
property  is  paying  its  prepayment  debt  jcmcc.  By  Month  15,  NCI  has  nsen  to  generate  signifidni  itucrun  cash 
flow.  After  a  year  of  this,  in  Month  27  the  owner  is  capable  of  funding  an  equity  takeout. 

Principal  assumpaons  used  to  generate  this  graph  are: 

•  HUD  mortgage  of  S 1 2.000  per  apartment.  Seaion  236 

•  Market  upgrades  and  required  repairs  of  S3. 000  per  apartment 

•  New  borroi*ing  at  9%,  interest  only  unul  refinanced,  when  u  converts  to  sclf-aniortization. 

•  Equity  takeout  reilnancmg  after  12  months  of  stabilized  operations  using  1 23%  coverage 

The  owner's  projected  equity  takeout  is  S6.J0O  per  apartmeni,  plus  S6.000  in  capitalized  value  of  remaining  cnsli 
flow,  for  an  equity  before  prepayment  of  about  $  12,500  per  apartment.  Ajggregate  negative  carry  (interest  that 
cannot  be  paid  from  operations)  is  about  $400  per  apartment,  and  aggregate  positive  carry  (cash  flow  duruii; 
conversion  aboi-e  current  debt  requiremenis)  is  about  SI. 530  per  apartment 
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PREPARED  STATEMENT  OF  MICHAEL  BODAKEN 

Executive  Director,  National  Housing  Truot 
Washington,  DC 
October  17,  1995 

Senator  Mack,  Members  of  the  Subcommittee,  thank  you  for  inviting  the  National 
Housing  Trust  to  participate  in  this  hearing  today.  My  name  is  Michael  Bodaken 
and  I  am  the  President  of  the  National  Housing  Trust,  a  national  nonprofit  organi- 
zation formed  in  1986,  dedicated  exclusively  to  the  preservation  of  affordable  hous- 
ing. Our  board  of  directors  includes  representatives  of  all  major  interests  in  the 
preservation  area,  including  tenant  advocates,  owners  and  managers.  State  housing 
agencies,  national  and  regional  nonprofit  intermediaries,  housing  scholars,  and 
otner  housing  professionals  who  care  deeply  about  protecting  this  irreplaceable  re- 
source. The  Trust  was  active  in  mediating  the  disparate  interests  of  the  housing 
community  during  the  1990  LIHPRHA  debate  and  provided  technical  support  to  Hill 
staff  on  the  1992  and  1994  and  proposed  1995  amendments  to  LIHPRHA. 

The  organization  serves  as  an  informational  clearinghouse  on  program  develop- 
ments for  the  public  and  private  sector.  In  addition  to  its  public  policy  and  program 
monitoring  role,  the  Trust  provides  technical  assistance  to  resident  endorsed  non- 
profits on  sale  transactions.  Finally,  at  HUD's  request,  in  1994  the  Trust  held  a  se- 
ries of  working  sessions  throughout  the  United  States  to  simplify  the  program  and 
reduce  its  cost  to  the  American  taxpayer. 

Introduction 

Today's  testimony  will  cover  five  discrete  areas: 

I.  Explain  why,  in  the  midst  of  this  Nation's  affordable  housing  crisis,  it  is  critical 
to  preserve  federally-assisted,  well-located,  mixed-income  housing.  My  testimony  in- 
cludes in  a  clear  format  the  projects  currently  in  the  Preservation  pipeline.  For  that 
data,  please  refer  to  the  attached  National  Housing  Trust  database  on  active  preser- 
vation projects,  listed  by  State.  Notably,  there  are  currently  over  133,000  units  ac- 
tive in  Preservation,  in  projects  located  in  50  States,  the  District  of  Columbia,  and 
the  Caribbean.  The  program  is  truly  national  in  scope  (Points  1-3  below); 

n.  Review  the  relative  costs  of  preservation  and  vouchers  by  comparing  Preserva- 
tion Rents  for  projects  which  are  currently  in  process  to  the  local  Section  8  Fair 
Market  Rents  for  tne  community  in  which  the  project  is  located  and  the  relative  cost 
of  the  capital  grant  program  against  vouchers  (Point  4); 

HE.  Explain  why  vouchers  do  not  provide  suitable  replacement  housing  for  dis- 
placed residents  in  all  housing  markets  (Point  5); 

rV.  Explain  why  the  Capital  Grant  proposal  is  the  most  cost  effective  means  to 
preserve  this  mixed-income  housing  stock  which  is  serving  residents  of  all  incomes 
in  urban,  suburban,  and  rural  areas  alike  (Point  6); 

V.  Observe  that  the  Abrupt  Elimination  or  Interruption  of  the  Multifamily  Pres- 
ervation Program  Will  Most  Profoundly  Impact  Nonprofit  and  Resident  Council  Pur- 
chasers Who  Have  Spent  Thousands  of  Dollars  ana  Hours  to  Preserve  Their  Com- 
munity Resource  (Point  7). 

1.  Preserving  the  Stock  of  Federally-Assisted  Housing  Is  Crucial 

The  Nation's  market  supply  of  afTordable  housing  does  not  currently  meet  the  de- 
mand for  that  product.  Our  Nation  has  experienceda  43  percent  decline  in  the  num- 
ber of  affordable  rental  units  over  the  past  two  decades  and,  according  to  the  Amer- 
ican Housing  Survey,  the  number  of  low-income  renters  seeking  affordable  housing 
exceeded  the  number  of  aflfordable  homes  by  4.7  million,  the  highest  number  ever.*- 
This  housing  is  increasingly  becoming  an  endangered  species.  According  to  the  Joint 
Center  for  Housing  Studies  at  Harvard  University,  the  national  goal  of  decent  and 
afTordable  housing  for  all  Americans  remains  out  of  reach  because  poverty  persists 
and  the  Nation  is  losing  low-cost  rental  units  from  the  conventional  housing  inven- 
tory. The  low-cost  housing  stock  declined  by  130,000  units  annually  between  1985- 
1991. 

As  markets  tighten,  voucher  holders  will  be  increasingly  at  risk.  A  recent  survey 
by  the  National  Real  Estate  Index  reported  that,  of  34  major  metropolitan  markets 
nationwide,  all  34  were  experiencing  reduced  vacancies.  The  index  predicted  na- 
tional vacancy  rates  below  5  percent  by  1999.  Thus,  as  these  vouchers  expire,  the 
Government  will  pay  more  to  renew  the  voucher  than  it  would  pay  to  preserve  the 
stock.  TTiere  are  out  two  ways  to  resolve  this  dilemma:  (1)  Dramatically  increase 


^See  "In  Short  Supply — The  Growing  Affordable  Housing  Gap,"  Center  on  Budget  and  Policy 
Priorities,  July,  1995. 
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tenant  purchasing  power,  or  (2)  the  cost  of  preserving  or  developing  housing  can  be 
reduced,  thereby  reducing  rents. 

The  voucher/certificate  programs  essentially  address  the  income  side  by  providing 
additional  income  to  people  to  pay  the  cost  of  housing  that  exists  in  the  private  mar- 
ket. There  are  clear  advantages  to  this  program:  It  is  relatively  easy  to  administer, 
and  provides  more  freedom  of  choice. 

The  chief  disadvantage  of  a  voucher/certificate  program  is  cost.  Today,  HUD  pro- 
vides approximately  1.5  million  vouchers  and  certificates  to  those  eligible  for  the 
program.  The  waiting  lists  are  2-3  years  long  in  cities  of  all  sizes  and  entirely 
closed  in  others.  The  National  Housing  Task  Force  estimated  the  cost  of  an  income 
support  program  for  only  half  of  the  households  earning  less  than  50  percent  of  me- 
dian to  be  $17  billion  annually  in  1990.  Due  to  inflation  and  increased  eligibility, 
that  number  is  at  least  $20  billion  today! 

Another  disadvantage  of  a  "voucher  solution"  to  all  of  HUD's  assisted  housing 
stock  is  that  it  doesn't  work  very  well  for  housing  that  is  decent  and  affordable.  The 
Administration  and  Congress  have  properly  been  concerned  with  owners  who  re- 
ceive taxpayer  subsidies,  yet  permit  the  housing  to  become  havens  of  crime.  How- 
ever, that  is  hardly  characteristic  of  the  133,000  units  in  the  preservation  pipeline. 
This  housing  stock  is  the  best  located,  most  economically  integrated  housing  in  the 
federally-assisted  inventory.  It  reflects  the  need  for  mixed-income  communities  that 
all  of  us,  including  HUD,  agree  need  to  be  promoted  across  the  Nation. 

The  real  choice  to  be  made  is  the  future  investment  we  make  to  sustain  the  sup- 
ply of  decent,  afibrdable  housing.  If  we  are  not  going  to  supplement  incomes  to  the 
extent  necessary  to  permit  the  private  housing  market  to  meet  our  Nation's  housing 
needs  for  every  American,  then  an  element  of  our  national  housing  policy  must  be 
well-designed  and  implemented  programs  to  preserve  the  supply  of  afibrdable  hous- 
ing. Assuming  we  determine  that  the  housing  is  worth  preserving,  the  questions 
revolve  around  the  cost  and  design  of  programs  intended  to  save  the  stock. 

Today,  my  testimony  will  focus  on  the  preservation  of  well  built  stock  developed 
by  the  private  sector  in  good  locations  over  25  years  ago.  The  advantage  of  a  preser- 
vation approach,  if  the  programs  are  properly  designed,  is  that  the  investment  can 
create  a  stock  of  permanently  afibrdable  housing. 

2.  Background  on  Preservation 

The  Preservation  program  is  designed  to  preserve  mixed-income  properties  that 
received  a  shallow  interest  subsidy  fmm  the  Federal  Government  25  years  ago. 
Owners  had  a  right  to  "prepay"  their  mortgages  after  20  years,  and  terminate  af- 
fordability  restrictions.  Approximately  4,000  properties  were  built  during  the  late 
1960's  and  1970's,  as  the  Federal  Government  departed  from  the  public  housing 
model  and  enlisted  the  private  real  estate  sector  in  the  provision  of  afibrdable  hous- 
ing. HUD  permitted  the  developers  to  prepay  the  mortgage  balance  after  20  years. 
Prepayment  terminates  the  Federal  afibrdability  restrictions. 

As  properties  reached  their  20th  anniversaries  during  the  mid-1980's,  a  number 
of  owners  exercised  their  right  to  prepay.  Real  estate  inflation  during  the  1970's  and 
1980's  sharply  increased  the  value  of  many  of  these  properties.  By  either  selling 
them  or  prepaying  the  HUD  mortgage,  owners  could  realize  a  substantial  profit.  In- 
deed, some  projects  were  converted  to  market  rate  rental  housing,  others  to  con- 
dominiums, and  in  some  instances,  the  housing  was  torn  down  to  make  way  for 
commercial  development.  Hundreds  of  residents  of  these  properties  were  forced  to 
leave  their  homes.  The  growing  realization  that  hundreds  of  thousands  of  low-  and 
moderate -income  residents  could  lose  their  homes  due  to  this  20  year  time  bomb 
spurred  Congress  to  act. 

First,  temporarily,  and  later,  permanently.  Congress  made  preserving  this  mixed- 
income  housing  a  national  priority.  With  the  enactment  of  Preservation,  Congress 
acted  to  preserve  over  400,000  prepayment  eligible  units  of  affordable  housing, 
averting  massive  displacement  of  low-  and  moderate-income  people  and  loss  of  hous- 
ing stock.  The  program  provides  purchasing  advantages  to  residents,  nonprofits,  and 
State  and  local  governments.  LIHPRHA  was  adopted  in  a  bi-partisan  manner  be- 
cause everyone.  Republican  and  Democrats  alike,  agreed  that  this  housing  stock 
should  be  preserved. 

Not  all  of  the  "eligible"  Preservation  properties  are  participating  in  the  program. 
Approximately  40  percent  of  the  eligible  properties,  almost  150,000  units,  are  cur- 
rently participating.^ 


^See  National  Housing  Trust  data  of  active  LIHPRHA  projects  and  latest  figxires  from  HUD 
which  estimate  some  90,000  "early  filers,"  e.g.,  those  substantially  down  the  pipeline,  some 
50,000  'later  filers"  and  a  total  universe  of  370,000  units. 
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3.  The  Present  Status  of  Preservation 

This  hearing  occurs  at  a  particularly  auspicious  time.  For  some  time,  it  appeared 
that  Preservation  activity  was  nascent.  There  were  those  who  stated  that  the  pro- 
gram was  "limited  to  a  handful  of  States."  Over  the  past  year,  data  gathered  by  the 
National  Housing  Trust  demonstrates  the  truly  national  scope  of  the  program. 

The  following  data  summarizes  activity  as  oi  July,  1995: 

•  Some  form  of  activity  has  been  taken  on  1,186  Preservation  properties; 

•  The  1,186  Preservation  Notices  of  Intent  filed  by  owners  involve  projects 
IN  50  States,  the  Caribbean,  and  the  District  of  Columbia.  The  program  is 
national  in  scop)e.  Over  130,000  families  and  elderly  households  are  residing  in 
properties  where  an  owner  has  decided  to  participate  in  the  Preservation  pro- 
gram. 

•  The  1,186  Notices  of  Intent  break  out  as  follows: 

351  Sell— (34,489  units)— (31  percent) 
827  Extend— (97,758  units)— (68  percent) 
8  Terminate — (783  units) — (1  percent) 
TOTAI^133,030  units— 100  percent 

•  In  22  States,  21  or  more  Notices  of  Intent  have  been  filed,  representing  924 
projects  of  the  1,186  total,  or  78  percent  of  all  property  filings. 


o 

California 

(219  Properties) 

( 17,660  Units) 

o 

Massachusetts 

(  59  Properties 

(  9309  Units) 

o 

Virginia 

(  58  Properties) 

(  8,068  Units) 

o 

Texas 

[  57  Properties) 

(  7,689  Units) 

0 

Washington 

[  49  Properties) 

(  2,282  Units) 

o 

Oregon 

41  Properties) 

(  1,801  Units) 

o 

Wisconsin 

t  41  Properties) 

(  2,951  Units) 

0 

Florida 

39  Properties) 

(  4,955  Units) 

o 

Michigan 

35  Properties) 

(  4,741  Units) 

o 

Illinois 

34  Properties) 

(  6,642  Units) 

o 

Tennessee 

34  Prof>erties) 

(  3,815  Units) 

0 

Minnesota 

30  Properties) 

(  3,040  Units) 

0 

Georgia 

26  Prop>erties) 

(  2,657  Units) 

o 

Ohio 

26  Properties) 

(  3,076  Units) 

0 

Pennsylvania 

26  Properties) 

(  5,162  Units) 

o 

New  York                  ( 

24  Properties) 

(  5,501  Units) 

o 

Connecticut              ( 

23  Properties) 

(  3,743  Units) 

o 

South  Carolina         ( 

23  Properties) 

(  2,156  Units) 

o 

Arkansas                   ( 

21  Properties) 

(  1,812  Units) 

o 

Indiana                     ( 

21  Properties) 

(  2,548  Units) 

o 

Maryland                   ( 

21  Prop>erties) 

(  4,240  Units) 

o 

North  Carolina         ( 

21  Profjerties) 

(  2,162  Units) 

The  projects  range  in  size  from  9  to  550  units.  There  are  dozens  of  other  "transi- 
tion rule"  properties,  i.e.,  projects  eligible  for  processing  under  the  predecessor  stat- 
ute, Title  11  01  the  1987  Act  or  Preservation  at  the  owner's  election.  The  Preservation 
program  is  truly  operating  throughout  the  Nation. 

Preservation,  once  delayed  by  HUD's  failure  to  timelv  issue  regulations  or  conduct 
timely  appraisals,  is  now  operating  full  speed  throughout  the  United  States.  It  is 
a  cruel  irony  that  HUD  intends  to  eviscerate  the  program  just  as  it  is  making  a 
real  difference. 

4.  It  Costs  Less  to  Preserve  this  Housing  Than  to  "Voucher  it  Out" 

HUD  would  restore  the  owner's  right  to  prepay  and  provide  vouchers  to  residents 
when  prepayment  occurs.  The  proposal  assumes  that  providing  vouchers  to  resi- 
dents is  somehow  less  expensive  than  preserving  the  stock.  This  is  not  true  in  most 
cases.  In  those  cases  where  it  is  true,  residents  will  be  displaced. 

The  Trust  has  reviewed  data  on  146  properties  in  21  different  States  comprising 
14,700  apartments  whose  values  have  been  reconciled  through  the  Preservation  ap- 
praisal process.  THIS  DATA  DEMONCTRATES  THAT  THE  MEDIAN  PRESERVATION  RENT  IS 
10  PERCENT  LESS  EXPENSIVE  THAN  THE  MEDIAN  SECTION  8  FMR  IN  THE  COMMUNITIES 
WHERE  THE  DEVELOPMENTS  ARE  LOCATED. 

In  APPROXIMATELY  77  PERCENT  OF  THE  APARTMENTS,  PROJECTED  PRESERVATION 
Rents  are  LESS  expensive  than  the  local  FMR.  In  those  cases,  the  Preservation 
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Rents,  on  an  annualized  budget  basis,  are  less  expensive  than  the  local  FMR.  Thus, 
the  Federal  Glovemment  will  nave  to  budget  more  to  house  this  family  with  a  vouch- 
er. In  approximately  23  percent  of  the  apartments,  Preservation  Rents  are 
MORE  EXPENSIVE  than  the  local  FMR.  If,  as  HUD  suggests,  prepayment  is  per- 
mitted without  a  preservation  alternative,  the  tenants  in  these  properties  will  be  dis- 
placed because  a  voucher  will  not  enable  the  resident  to  stay  in  his/her  home  at  an 
affordable  rent. 

The  Trust's  data,  though  preliminary,  is  corroborated  by  national  averages  of  pre- 
serving federally-assisted  housing  vis-a-vis  the  cost  of  vouchers.  FOR  EXAMPLE,  THE 
OUTLAYS  OF  PROJECT-BASED  SUBSIDIES  AVERAGE  APPROXIMATELY  $3,600/UNIT  WHILE 
THE  AVERAGE  VOUCHER  COST  FOR  THIS  STOCK  HAS  BEEN  APPROXIMATED  BY  HUD  TO 
BE  OVER  $7,000/UNIT  A  94  PERCENT  INCREASE!^ 

Finally,  in  the  event  of  prepayment,  the  median  rent  increase  to  tenants  residing 
in  properties  where  we  are  assisting  a  resident  endorsed  nonprofit  purchaser  is  46 
percent. 

The  information  strongly  suggests  that  two  likely  outcomes,  neither  of  which  are 
desirable,  result  from  dramatic  cutbacks  of  Preservation:  (a)  The  Federal  Gk)vem- 
ment  will  pay  more  to  house  the  current  residents  of  many  of  these  properties  (i.e., 
where  the  Preservation  Rent  is  less  than  the  local  FMR);  or,  (b)  the  residents  wiU 
be  displaced  (i.e.,  where  the  Preservation  Rent  is  higher  than  the  FMR). 

In  the  face  of  these  statistics,  some  blithely  argue  that  there  won't  be  increased 
costs  because  owners  won't  prepay  the  HUD  financed  mortgage.  Therefore,  the  argu- 
ment goes,  few  vouchers  would  be  required  for  residents  oi  these  Preservation  eligi- 
bleproperties. 

The  facts  are  otherwise.  Experts  in  today's  panel  will  explain  the  grim  reality  that 
awaits  if  the  prepayment  option  is  restored  without  a  preservation  option.  HuD  it- 
self assumes  that  70  percent  of  the  active  pipeline  properties  will  prepay.  In  Illinois, 
for  example,  two  owners  prepaid  prior  to  the  enactment  of  Preservation  and 
achieved  market  rents  in  the  same  market  area.  Rents  doubled  and  residents  were 
displaced.  This  is  the  same  neighborhood  where  1,000  units  are  currently  processing 
under  the  Preservation  law.  Because  many  of  these  projects  are  now  nearing  the 
quarter  century  mark,  the  amount  of  first  mortgage  debt  is  significantly  reduced. 
With  the  passage  of  time,  as  mortgage  payments  are  increasingly  applied  to  prin- 
cipal with  no  oiisetting  depreciation,  owners  increasingly  experience  the  phenome- 
non of  "phantom  income"  (taxable  income  that  exceeds  the  property's  cash  now).  The 
traditional  solution  is  to  refinance,  or  prepay,  the  mortgage.  The  economic  reality 
is  that  prepayment  is  as,  or  more,  likely  today  than  in  1990  when  Preservation  was 
enacted."* 

5.  Vouchers  Will  Not  Necessarily  Protect  Preservation  Residents 

The  substitution  of  portable  vouchers  theoretically  means  tenants  will  rent  in  the 
private  market  rather  than  be  assigned  to  public  or  federally-assisted  housing. 
Vouchers  do  give  some  tenants  better  and  more  choices  in  some  housing  markets. 

It  does  not  follow,  however,  that  vouchers  or  certificates  are  adequate  to  provide 
suitable  replacement  housing  for  displaced  residents  of  preservation  properties.  This 
is  not  the  case  for  several  reasons.  First,  as  noted,  the  voucher  may  not  provide 
enough  subsidy  to  permit  the  family  to  stay  in  place.  Second,  in  many  urban  mar- 
kets, it  is  diflicult  for  residents  to  locate  and  secure  3-  or  4-bedroom  apartments 
with  vouchers.  Also,  displaced  seniors  will  have  great  difficulty  accessing  units  with 
meals  and  support  systems.  Further,  vouchers  appear  not  to  work  as  well  for  fami- 
lies facing  discriminatory  barriers,  such  as  minorities  and  handicapped  individuals. 
Finally,  vouchers  provide  absolutely  no  protection  in  the  circumstance  where  the 
owner  seeks  to  convert  the  housing  to  condominiums  or  where  the  owner,  seeking 
to  achieve  a  market  definition  for  his/her  property  will  not  choose  to  participate  in 
a  HUD  subsidized  program. 

Much  has  been  said  about  vouchers  providing  residents  choice.  In  preservation 
transactions,  it  is  my  absolute  belief  that  residents  want  to  stay  in  their  homes.  In 
the  preservation  transactions  currently  being  conducted  by  the  National  Housing 
Trust  and  the  Preservation  Working  Group,  which  provides  assistance  to  over  100 
projects  for  sale  in  the  United  States,  the  residents  have  endorsed,  in  writing,  the 
purchase  of  the  housing.  These  residents  want  to  stay,  not  flee.  This  argues  for  pre- 


^HUD  has  provided  the  HUD-VA  and  Independent  Appropriations  Subcommittee  staff  esti- 
mates on  utilization  of  $624  million  in  budget  authority  assuming  a  voucher  cost  of  approxi- 
mately $7,000/unit! 

*  Indeed,  the  real  estate  industry  has  recently  sponsored  at  least  two  well  attended  seminars 
for  lenders,  owners,  and  tax  advisers  to  discuss  how  to  access  prepayment  financing  if 
LIHPRHA  or  some  other  preservation  option  is  not  maintained. 
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serving  the  housing  now  as  a  unique  community  resource  to  help  serve  mixed-in- 
come, racially  diverse  populations. 

6.  The  Capital  Grant  Approach  Is  the  Best  Vehicle  for  Preserving 
These  Mixed-Income  Developments  Which  Serve  as  a  Unique 
Community  Resource 

The  need  to  preserve  this  housing  does  not  mean  that  it  must  be  preserved  at 
an  enormous  cost  to  the  Federal  Ck)vemment  with  funding  based  upon  project-based 
Section  8  financing.  Under  any  circumstance,  the  capital  grant  proposal  adopted  by 
the  Senate  in  its  recent  passage  of  the  VA-HUD  and  Independent  Agencies  Appro- 
nriations  Bill  (H  R  2099)  recognizes  that  a  principal  benefit  enjoyed  by  these  prop- 
erties is  their  mixed-income  nature  and  the  need  to  serve  the  current  residents  in 
that  community.  ,  i        .i  i   t>_ 

As  in  1990,  the  Senate,  in  a  bi-partisan  manner,  has  agreed  on  the  goal:  tYeserv- 
ing  this  housing  stock.  The  concept  is  straightforward.  This  proposal  would  sub- 
stitute a  direct  capital  grant  for  the  insured  second  mortgage  financing  for  equity 
take  out,  acquisition,  and  rehabilitation.  It  would  require  no  new  Section  8  assist- 
ance to  finance  the  HUD  insured  loan.  ,     ,   ,      •  j     *         „;„„ 

This  proposal  would  maintain  the  current  rent  schedule,  i.e  residents  paying 
more  than  30  percent  of  their  incomes  would  not  receive  rent  decreases;  residents 
oavine  less  than  30  percent  of  their  income  would  not  pay  rent  increases  Under 
Capital  grant,  as  adopted  by  the  Senate,  the  purchaser  can  create  an  operating  re- 
serve and  receive  excess  Section  236  income  on  the  property  to  mitigate  against  any 
future  rent  increases  on  very  low-income  residents.  ,,         j  *.• 

This  approach  would  simplify  the  program  admimstratiyely  as  well  as  draniati- 
cally  reduce  long-term  costs  by  eliminating  the  repayment  of  the  241(0  loan  oyer 
a  40-vear  term  ^  Notably,  this  approach  would  maintain  the  economic  mix  of  the 
projects.  Finally,  by  preventing  rent  increases,  it  would  serve  as  an  anti-dispiace- 

""The^Shief  Advantage  of  this  approach  is  that  the  stock  would  be  preserved  by  the 
vear  2000  and  the  mixed-income  nature  of  the  residency  could  remain  intact.  A 
number  of  observers  have  expressed  concern  that  the  property  wil  not  remain  af- 
fordable over  time.  In  response,  I  need  to  point  out  that  tlie  capital  grant  included 
in  the  VA-HUD  and  Independent  Agencies  Appropriations  measure  includes  the  lol- 
lowing  safeguards  to  assure  continued  afibrdability: 

.  Bv  freezing  the  current  rent  structure,  much  of  which  is  either  below  30  percent 
Kome  or  is  currently  provided  ongoing  subsidy  by  LMSA,  the  property  enters 
the  market  as  affordable.  On  that  we  can  all  agree.         ^      ,,  ,  ,     „„„„ 

.  In  the  future,  the  program  provides  that  the  reserve  for  the  replacements  goes 
to  the  purchaser,  not  the  owner.  The  owner  also  can  take  advantage  of  the  reha- 
bUitatiSn^ant  to  create  operating  efficiencies  which  is  the  single  biggest  cause 

.  In^KSeTfVo^nprofifpurchases,  the  owner  is  proyided  an  operating  reserve  and 
excess  Section  236  income  returns  to  the  property  to  mitigate  against  future  rent 
increases  for  presently  unassisted  residents  ,  ,  ,  Q^^t;„„  s  B„KoiHv  the 
.  Because  the  owner  is  not  relying  on  property  based,  deep  Section  8  subsidy  the 
nonprofit  or  for  profit  owner  is  forced  to  achieve  operating  efficiencies.  This  miti- 
gates against  future  rent  increases. 

Finally,  the  Capital  Grant  is  less  expensive  than  the  voucher  °^^^^'^'^'^^-,  ^^J™f 
is  aware  that  HUD  has  preliminarily  taken  the  view  that  vouchers  ^^^^  l^g^I^^^; 
sive  than  capital  grants.  That  view  is  only  sustainable  in  the  very  short  term.  At 
tached  to  m?  testhnony  is  data  provided  by  ReCap  Advisors  which  demonstrates 
that  estimates  the  cost  of  restoring  the  prepayment  "g^t  without  a  voucher  a  ter- 
native.  The  total  outlays  reauired  is  nearfy  $2  billion  for  th^  Pf  xt  7  years.  After  that 
the  costs  continue  to  go  up!  The  total  budget  authority  during  the  next  /years  is 
nearly  $3.?bimon  (wi^thou't  resorting  to  budget  gimmicks).  By  contrast  those  who 
have  costed  out  capital  grant  agree  tliat  the  average  cost  of  preserving  the  100,000 

6A  variant  of  this  approach  would  be  to  pay  off  the  first  mortgage  as  well  as  the  preservation 

A  vanant  ot  ims  approdtn  ^  j    Inspector  General  recommends  this  approach  in 

rAjrir20'^994  f^IjTln  p"t^^^^  of  MultifamHy  Preservation  Programs. 

WhnevewcLtefTective  compared  to  Section  8  financing,  this  alternative  requires  more  addi- 

Uonal  up^ont  budget  authority  to  preserve  LIHPRHA  active  properti^^ 

«The  proposal  alto  allows  the  purchaser  to  treat  the  grant  in  the  form  of  a  loan  to  see K  lax 
cred^U  trsuTplemenrthe  need  fo?  "on-preservationresouixes  to  fund  the^ansa^^^^ 
ally,  the  legislation  should  repeal  the  Present  barner  between  HOME  funds  and^pres^^^ 
funds  which  makes  it  impossible  for  a  nonprofit  purchaser  to  mix  HOME  funds  with  preserva 
tion  resources  to  preserve  these  properties. 
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units  of  stock  is  approximately  $2  billion  (without  the  outlays  associated  with  the 
new  voucher  created  by  the  full  bore  restoration  of  the  prepayment  right).  And,  of 
course,  in  the  meantime  the  Nation  has  lost  over  100,000  units  of  decent,  well  main- 
tained, well  located  affordable  housing  stock  which  serve  as  the  backbone  of  many 
of  our  communities. 

It  is  absolutely  contrary  to  the  drive  to  a  balanced  budget  to  CREATE  A  NEW  ENTI- 
TLEMENT: New  vouchers  for  tens  of  thousands  of  families  who  are  presently  unas- 
sisted. Once  this  rental  assistance  is  provided,  will  it  be  removed?  What  residents 
fear  and  that  Congress  will  come  to  regret,  is  that  each  year  there  will  be  intense 
pressure  to  renew  the  vouchers  for  existing  households  and,  as  now,  there  will  un- 
certainty every  September  until  Congress  adopts  appropriations  for  the  following 
year. 

7.  Any  Proposal  to  Modify  Preservation  Must  Take  Into  Account 
The  Existing  Pipeline  and  the  Current  Participants  in  the  Program, 
Particularly  Nonprofit  and  Resident  Endorsed  Purchasers. 
One  Means  of  Doing  So  Exists  in  the  Present  Law. 

Any  particular  proposal  to  modify  the  present  Preservation  law  must  be  carefully 
considered.  Equally  important,  it  is  important  that  there  be  a  TRANSITION  until  a 
capital  grant  solution  can  be  implemented.  As  I  mentioned  earlier,  the  vast  majority 
of  the  likely  participants  in  the  program  are  already  active  in  the  pipeline.  It  is  essen- 
tial that,  pending  development  of  the  capital  grant  or  other  proposals,  a  viable  pres- 
ervation option  be  maintained.  Otherwise,  due  to  the  frustration  of  many  owners, 
particularly  those  owners  who  are  seeking  to  sell  their  properties,  if  there  is  a  gap, 
massive  prepayments  will  occur  as  the  private  sector  seek  to  maximize  its  return. 

Much  has  been  said  about  the  "queue,"  i.e.,  the  unfunded,  but  approved  Plans  of 
Action,  The  Trust  has  scrutinized  HUD's  data  and  determined  that  outside  the 
"queue,"  fully  50  percent  of  the  properties  which  could  close  in  FY  1996  are  for  sales 
to  priority  purchasers.  Fifty-nine  percent  of  this  number  are  sales  properties  where 
an  owner  must  first  offer  the  property  to  a  resident  endorsed  nonprofit  or  resident 
council. 

Nonprofit  purchasers  have  invested  substantial  investments  of  work  and  money 
into  making  these  units  permanently  affordable.  The  Trust,  for  example,  represents 
7  nonprofit  and  resident  groups  who  intend  to  purchase  these  properties.  The  Trust 
and  our  clients  have  invested  literally  thousands  of  hours  in  our  efforts  to  purchase 
these  properties.  The  abrupt  elimination  of  the  program  will  have  truly  profound 
and  harmful  impacts  on  our  efforts  to  empower  residents  and  save  communities. 

In  each  case  of  our  representation,  the  nonprofit  has  been  endorsed,  in  writing, 
by  the  residents  at  least  twice:  Once  to  apply  for  a  grant  to  complete  the  purchase 
and  once  to  approve  the  bona  fide  offer  to  the  owner.  In  each  case  at  least  one  third 
of  the  board  purchasing  the  property  will  be  comprised  of  residents.  This  is  prima 
facie  evidence  of  the  residents'  intent  to  not  only  stay  but  to  participate  in  the  own- 
ership and  management  of  their  homes.  No  such  evidence  has  been,  nor  could  be, 
offered  that  these  residents  could  rather  have  a  voucher.  It  seems  manifestly  un- 
just to  now  eviscerate  the  preservation  program  created  to  preserve  these 
properties. 

In  the  event  that  Congress  decides  to  modify  the  capital  grant  program  embodied 
in  H.R.2099,  there  is  a  simple  means  to  protect  priority  purchasers  during  the  in- 
terim in  the  present  law: 

Section  220(d)(3)(B)  of  the  1990  Act  authorizes  a  capital  grant  for  priority  pur- 
chasers to  cover  acquisition,  rehabilitation,  and  other  expenses  in  an  amount  equal 
to  the  Section  8  FMR  over  10  years  (or  for  a  longer  period,  if  necessary,  to  cover 
the  costs  identified  in  the  law  elsewhere).  In  that  sense,  capital  grant  is  only  "new" 
for  stay-in  owners  and  other  qualified  purchasers.  The  present  regulations  and  law 
thus  provide  a  transition  to  capital  grant  for  sales  to  resident  endorsed  and  other 
priority  purchasers. 

Conclusion 

We  stand  on  the  threshold  of  housing  history.  It  is  tempting  to  believe  that  simple 
solutions  can  be  quickly  crafted  to  resolve  the  preservation  dilemma  in  the  context 
of  rigorous  budget  caps  and  increasingly  scarce  resources.  The  truth  is  that  these 
policy  choices  are  thorny  and  do  not  lend  themselves  to  simple  examination. 

At  the  same  time,  now  is  a  time  for  us  to  "re-think"  how  we  preserve  good  housing 
stock  in  decent  neighborhoods,  housing  that  serves  as  a  unique  resource  to  commu- 
nities. The  irreplaceable  stock  in  the  F*reservation  pipeline  can  be  preserved,  at  an 
affordable  cost  to  the  American  taxpayer. 
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David  A.  Smiih 
Pamela  C.  Adam 
Charles  E.  Allen 
Todd  Trehubenko 
6/3/95  Kimbcrly  A.Vermetr 

A  F FORD  ABLE  HO  USING  PRESER  VA  TJON 

Appropria  tio\s  Required  ifPrepa  vyfENT  Allowed 

SU\fMARY 

If  owners  of  LEHPRPLVeligible  property  regain  the  right  to  prepay,  roughly  75,000 
incremental  Seaion  8  vouchers  will  be  requireid,  at  a  total  Federal  outlay  (net  of  Section  236 
Interest  Reduction  Pa>Tnent  recapture)  over  the  next  seven  years,  of  52.0  billion.  Budget 
authority  required  will  be  S3. 3  billion. 

Projected  Prepa  yments 

Appropriations  required  are  calculated  on  the  attached  schedule  and  its  footnotes. 
Principal  conclusions  from  the  analysis: 

L    At  least  85%  of  LLHPRHA  pipeline  owners  will  prepay.  About  77%  of  the  apartments 
now  in  the  pipeline  are  in  propenies  with  at  least  51,000,000  Preservation  Equity  per 
property.  We  expect  that  all  of  these  owners  wU  prepay  as  rapidly  as  they  can  arrange 
takeout  financing.  A  further  15%  of  the  ponfoiio  has  between  S500,000  and  51,000,000 
in  Preservation  Equity.  We  estimate  that  at  least  /ja//"  of  these  owners  will  prepay  as  well. 

2.  Pipeline  prepayments  will  occur  rapidly,  most  within  12  months.  Even  if  the  property  is 
only  at  breakeven  today,  prepavinent  will  be  viable  if  an  owner  can  raise  rents  as  little  as 
550  per  month,  and  nearly  all  LIHPRH,A-viable  properties  will  be  able  to  do  that  almost 
immediately.  Arranging  the  necessary  financing  should  also  be  straightforward:  a  new 
loan  need  only  pay  off  the  HUD  mortgage  (typically  about  SI  1,000  per  apanment  today), 
which  represents  50%  or  less  of  the  property's  estimated  post-conversion  value. 

3.  Other  properties  not  in  the  pipeline  will  also  prepay.  Beyond  the  properties  with 
immediate  conversion  potential  are  another  15,000  apartments  in  the  LfflPRKA  pipeline, 
plus  another  250,000  apartments,  not  yet  proceeding  under  LIHPRHA,  which  will  be 
prepayment-eligible.  Even  if  these  properties  have  little  or  no  value  today,  some  of  their 
owners  will  elect  to  prepay,  if  only  to  escape  HUD  regulatory  burdens  and  the  uncertainty 
attendant  upon  the  HUT)  portfolio. 

We  believe  that  many  of  these  propenies  will  eventually  prepay,  but  have  eliminated  them 
from  consideration,  chiefly  for  consistency  of  comparison  with  the  cost  of  preserving  the 
LIHPRHA  pipeline  under  capital  grant/loan. 

C\WIKWORIMlA\»C\DL\DL?«lPAY  DOC 
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Todd  Trehulxnko 
Kimberly  A.  Vermeer 


Prepa  YAfENT Appropriations  (Budget a  vthority and  Outla  ys) 

Assumptions  AND  Anal  ysis 


Summary 

Best  available  evidence  suggests  that  allowing  owners  in  the  LIHPRHA  pipeline  to  prepay 
will  cost  the  Federal  government  about  $2.0  billion  in  incremental  outlays  (and  $3.3  billion  in 
budget  authority)  over  the  next  seven  years  (FY  96  through  FY  2002).  This  memorandum 
summarizes  the  principal  assumptions  involved  in  deriving  that  figure. 

Assumptions  and  Analysis 

Principal  assumptions  and  the  data  sources  from  which  they  were  derived: 


Element 

Current  rents  as  a 
percentage  of  FMR 

Current  PBEs 

Market  rents  on 
prepayment 


Section  8  voucher  rent 
as  percentage  of  FMR 


Assumption     Derivation  and  evidence 

68%      Compiled  from  about  60,000  LIHPRHA  apartments  that 
have  reconciled  their  appraisals  with  FIUD. 

S25         Recap  Advisors  estimate, 

100%      Statistical  analysis  has  shown  that  LIHPRHA- viable  apart- 
ments have  market  rents  that  reasonably  approximate  the 
current  FMR.  The  Administration  has  recently  proposed 
lowering  the  Section  8  FMR's  from  the  45th  to  the  40th 
percentile.   Such  a  change,  if  made,  would  have  no  effect 
on  the  estimated  prepayments  (which  derive  from  true 
market  rents,  not  HUD  FMR's). 

100%      Current  policy. 

The  Administration  has  recently  proposed  lowering  the 
Section  8  FMR's  from  the  45th  to  the  40th  percentile.  If 
made,  this  change  would  reduce  the  net  outlay  costs  of 
delivering  Section  8  vouchers  to  displaced  residents,  but 
would  correspondingly  increase  overall  displacement  and 
resident  hardship. 
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Element 

Section  8  administrative 
fee  as  a  percent  of  rent 


Assumption    Derivation  and  evidence 


8.2%    Current  policy. 

Section  8  vouchers  are  administered  by  public  housing 
authorities  (PHA's)  who  are  paid  a  monthly  administrative 
fee. 


Apartments  Ln  pipeline      100,000 


Pipeline  apartments 
that  would  prepay 


Timing  of  prepayments: 
Within  12  months 
12  to  24  months 
24  to  36  months 


Percentage  Section  8 
LMSA  on  property  now 


85% 


67% 
16% 
16% 


40% 


Compiled  from  responses  to  Freedom  of  Information  Act 
(FOLA.)  requests  to  all  HUD  6eld  offices.  The  actual 
pipeline  is  larger  (about  150,000  apartments),  but  we  have 
subtracted  estimates  of  (a)  properties  that  have  already 
closed  LIHPRHA  recapitalizations,  and  (b)  Talse 
positives':  recent  filings  of  propenies  with  no  real 
Preservation  Equity. 

Assumes  prepayment  by  all  owners  with  Preservation 
Equity  per  property  of  51,000,000  or  more  (77%  of  the 
pipeline),  plus  half  of  those  between  5500,000  and 
51,000,000  in  equity  (another  15%  of  the  pipeline). 

This  figure  is  conservative  because  it  ignores  any  potential 
prepayments  fi'om  (1)  pipeline  owners  with  less  than 
5500,000  in  equity  (about  8,000  apartments)  or  (2) 
owners  who  have  yet  to  file  LIHPRHA  Notices  of  Intent 
(another  250,000  apartments). 

Recap  Advisors  estimate. 

Owners  whose  equity  is  greater  will  generally  prepay  first. 
In  addition,  it  "mII  take  the  typical  owner  some  time  to 
arrange  new  financing.  This  timetable  is  thus  largely  a 
matter  of  assessing  how  quickly  the  owner  will  be  able  to 
assemble  the  necessary  financing. 

Compiled  by  Recap  Advisors  from  a  large  representative 
national  ponfoiio.  Compared  with  the  portfolio  as  a 
whole,  LEHPRHA-viable  properties  tend  to  have  slightly 
less  Section  8  LMSA,  because  they  have  higher  value  and 
thus  were  less  likely  to  have  needed  LMSA  in  the  past. 

All  current  LMSA  apartments  are  assumed  to  be  occupied 
by  very  low  income  residents;  although  occupancy  by 
low-income  is  possible,  under  Section  8  rules  in  force 
since  1981,  new  applicants  must  be  very  low  income,  and 
we  believe  that  as  a  practical  matter  essentially  all  such 
apartments  are  indeed  very  low  income. 
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Element 

Years  remaining  on 
Section  8  LMSA 


Assumption     Derivation  and  evidence 


Resident  income  mix: 

Very  low  income 

67% 

Low  income 

22% 

Moderate/market 

11% 

Incomes  as  percentages 

of  area  median: 

VLI  with  Section  8  now 

11% 

VLI  without  Section  8 

26% 

Low  income 

58% 

Moderate/market 

89% 

Section  8  tenant  share  as  a        30% 
percentage  of  income 

Annual  inflation  3% 

Section  236  IRP  S619 

per  apartment  per  year 


New  LMSA  contracts  are  five  years  or  less;  in  recent 
years  HUD  has  been  shortening  renewal  terms,  partly  in 
an  effort  to  conserve  budget  authority. 

When  an  LMSA  Section  8  contract  is  in  place  at  the 
property  today,  we  have  calculated  only  the  incremental 
outlays  resulting  from  (1)  extending  Section  8  to  residents 
who  qualify  but  are  not  currently  receiving  it,  (2) 
increasing  rents  to  market  (which  we  have  assumed  is  the 
Section  8  FMR),  and  (3)  covering  Section  8  costs  after 
the  current  short-term  LMSA  contract  expires. 

Compiled  by  Recap  Advisors  from  10,000  apartments  in 
their  LIHPRHA  Plan  of  Action  phase.  These  figures 
correspond  well  to  overall  portfolio  figures  which  HUD 
has  compiled  in  other  contexts. 

Compiled  by  Recap  Advisors  from  10,000  apartments  in 
their  LIHPRHA  Plan  of  Action  phase.  These  figures 
correspond  well  to  overall  portfolio  figures  which  HUD 
has  compiled  in  other  contexts.  We  chose  to  draw  a 
distinction  among  very  low  income  residents  based  on 
whether  they  now  have  Section  8  LMSA,  because  analysis 
shows  that,  at  1 1%  of  area  median  income,  a  very  low 
income  resident  without  Section  8  could  not  possibly 
afford  the  apanment.  Hence  these  residents  must  have 
higher  income  from  some  source. 

As  provided  under  current  law.  The  Administration  has 
proposed  an  increase  to  35%. 

Recap  Advisors  assumption  based  on  average  inflation 
over  the  last  three  to  four  years. 

Pvccap  Advisors  assumption  based  on  a  typical  Section 
236  loan  with  original  balance  of  i!14,000  and  interest  at 
7.0%,  reduced  by  Interest  Reduaion  Payments  to  an 
effective  rate  of  1.0%  per  year  (3.03%  debt  service 
constant). 
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Element 


Assumption     Derivation  and  evidence 


Percentage  of  pipeline 
that  receives  Section  236 


66%      About  71%  of  HUD's  360,000-apartment  Preservation 
Inventory  consists  of  Section  236  properties;  however. 
Section  221(d)(3)  properties  are  more  likely  to  have 
Preservation  Equity  (they  are  older,  have  lower  average 
mortgage  balances,  and  their  debt  service  is  less  reduced). 
Statistics  show  that,  of  the  first  23,000  apanments  in  the 
LIHPRHA  pipeline,  about  66%  were  Section  236. 
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PREPARED  STATEMENT  OF  ALAN  R.  CRAVITZ 

Developers  Mortgage  Corporation,  Chicago,  IL 

October  17,  1995 

In  1988  the  National  Low  Income  Housing  Preservation  Commission,  co-chaired 
by  Carla  A.  Hills,  Former  Secretary  of  the  Department  of  Housing  and  Urban  Devel- 
opment, and  Henry  S.  Reuss,  Former  Chairman  of  the  Housing  Committee  on  Bank- 
ing, Finance  and  Urban  AfTairs,  submitted  a  report  to  the  House  Subcommittee  on 
Housing  and  Community  Development  and  the  Senate  Subcommittee  on  Housing 
and  Urban  Affairs  titled  Preventing  the  Disappearance  of  Low  Income  Housing.  The 
Commission  examined  the  portion  of  the  privately-owned,  low-income  stock  consist- 
ing of  "properties  that  HUD  subsidizes  and  whose  mortgages  the  FHA  insures,"  spe- 
cifically those  properties  receiving  "support  pursuant  to  the  Section  221(d)(3)  Below 
Market  Interest  Rate  Program  (BMIR),  Section  221(d)(3)  Market  Rate  (MR)  Pro- 
gram with  rental  assistance  and  the  Section  236  Program."  The  Report  refers  to 
those  properties  as  the  Preservation  Analysis  Inventory  and  has  come  to  be  known 
in  industry  jargon  as  "preservation  projects." 

The  135-page  report  reached  many  thoughtful  conclusions  using  a  comprehensive 
economic  model  to  analyze  significant  amounts  of  data  on  the  Preservation  Inven- 
tory. Specifically,  "the  economic  model  simulated  the  most  likely  action  of  owners 
vis-a-vis  their  decision  on  the  disposition  of  their  property  and  the  potential  effect 
on  tenants."  The  model  projected  that  "66  percent  of  the  for-profit  owners  eligible 
to  prepay  will  do  so" — predicting  that  243,000  units  will  prepay  their  mortgages  be- 
tween 1988  and  2002,  converting  these  formerly  subsidized  rental  units  to  market 
rate  rental  housing  or  other  uses. 

The  passage  by  Congress  of  the  Emergency  Low  Income  Housing  Preservation  Act 
in  1987  (ELIHPA)  and  the  Low  Income  Housing  Preservation  and  Resident  Home- 
ownership  Act  in  1990  (LIHPRHA)  have  prevented  us  from  establishing  the  accu- 
racy of  predictions  in  the  Report.  Both  Acts  essentially  prevented  owners  from  pre- 
payment and  offered  as  an  inducement  certain  "incentives"  to  retain  the  low-income 
character  of  the  projects.  We  now  revisit  the  question:  Would  owners  of  the  preser- 
vation projects  prepay  and  terminate  affordability  restrictions?  And,  if  so,  what  is 
the  effect  of  prepayment  on  current  and  future  tenants? 

As  a  mortgage  banker  in  Chicago  for  the  last  20  years  specializing  in  multifamily 
rental  housing,  I  have  specific  and  personal  knowledge  of  virtually  all  of  the  preser- 
vation transactions  that  have  taken  place  in  the  Chicago  market  area.  Specifically, 

I  am  going  to  discuss  transactions  in  two  communities  in  the  city  of  Chicago,  Lin- 
coln Park,  and  Uptown.  I  have  chosen  these  communities  not  only  because  of  the 
large  number  of  transactions  that  have  taken  place  in  these  areas,  but  also  because 
they  represent  two  very  different  kinds  of  communities,  one  an  established  area 
which  has  long  since  gentrified  and  the  other  a  transitional  area  which  until  very 
recently  could  best  be  described  as  a  problem  area  characterized  by  substandard 
housing  conditions,  transient  population  and  high  crime  rates.  I  focus  on  these  areas 
to  show  that  owners  will  prepay  mortgages  not  only  on  projects  in  the  more  desir- 
able areas,  but  in  more  marginal  or  changing  areas  as  well.  This  conclusion  would 
be  no  difierent  (maybe  even  more  obvious)  if  the  sample  considered  the  Chicago  sub- 
urban market  area  and  I  have  no  reason  to  believe  that  this  pattern  would  oe  dif- 
ferent in  many  other  parts  of  the  country. 

Attached  as  Exhibit  Nos.  lA  and  IB  are  maps  of  the  two  community  area(s)  show- 
ing sixteen  (16)  projects  developed  in  the  1960's  and  1970's  under  the  221(d)(3) 
BMIR  and  236  Programs.  The  projects  are  divided  into  three  (3)  categories: 

I.  Projects  in  the  market  area(s)  prepaid  prior  to  enactment  of  ELIHPA  (1987); 

II.  Projects  currently  in  process  unaer  the  Preservation  Program  or  awaiting 
funding;  and 

III.  Projects  preserved  under  ELIHPA/LIHPRHA. 

Attached  as  Exhibit  No.  2  is  a  chart  listing  each  of  the  projects  shown  in  I  and 

II  on  the  maps  in  Exhibit  Nos.  lA  and  IB.  This  exhibit  shows  current  rents  at  both 
the  prepaid  projects  and  those  still  in  the  preservation  inventory,  as  well  as  pro- 
jected market  rents  for  the  preservation  inventory  iipon  prepayment.  Exhibit  No.  2 
also  includes  appraisal  values  and  other  relevant  information  taiken  from  the  ap- 
praisals conducted  during  the  LIHPRHA  appraisal  process. 

We  start  by  examining  the  two  (2)  projects  in  (Jategory  I,  projects  that  prepaid 
and  terminated  all  use  restrictions  prior  to  the  enactment  of  ELIHPA  in  1987.  As 
one  can  see,  current  rents  in  these  two  projects  are  significantly  greater  than  the 
current  rents  for  the  projects  in  Category  II,  those  projects  still  subject  to  rental  af- 
fordability restrictions.  It  is  worthwhile  stressing  the  point  that  rent  levels  in- 


71 

creased  dramatically  and  that  the  increase  caused  the  displacement  of  the  tenants 
who  occupied  the  properties  before  prepayment. 

The  533  Barry  project  (which  prepaid  its  loan  in  1986)  had  undergone  a  moderate 
renovation  after  prepayment  and  was  sold  in  1994  for  approximately  $11.0  million 
(nearly  six  times  the  unpaid  principal  balance  of  the  HUD  subsidized  mortgage 
when  it  was  prepaid).  The  1994  acquisition  was  financed  under  a  State  Agency  Pro- 
gram designed,  ironically,  to  allow  some  or  all  of  the  rental  units  to  be  afTordable 
to  low-income  tenants — in  this  case  26  percent  of  the  units  were  designated  as  af- 
fordable. The  833  Buena  building  prepaid  its  loan  in  1988.  Extensive  and  costly  liti- 
gation followed  and  the  owner  was  able  to  raise  rents  to  market  levels  in  1991. 
Upon  prepayment  the  income  profile  of  the  tenancy  changed  from  low-  and  very-low- 
to  moderate-  and  upper-income  tenants  and,  even  though  HUD  provided  certificates 
and/or  vouchers  to  all  tenants  residing  in  the  project  at  the  time  of  prepayment, 
there  are  currently  no  certificate  and/or  voucher  tenants  in  the  building. 

The  consequence  of  the  prepayment  of  these  two  projects,  the  533  Barry  project 
in  the  Lincoln  Park  community  and  the  833  Buena  project  in  the  Uptown  commu- 
nity, was  the  loss  of  371  units  to  the  affordable  housing  supply  and  a  significant 
increase  in  rents  at  both  projects  that  displaced  the  low-income  residents  from  the 
properties. 

We  now  look  at  the  projects  listed  in  Category  II — those  currently  subsidized 
projects  which  have  a  Plan  of  Action  to  retain  afi"ordability  either  in  process  or 
awaiting  funding.  I  would  like  to  point  out  that  for  each  of  these  preservation 
projects  the  current  rents  are  less  than  the  market  rents  established  in  the  HUD 
ana  owner  appraisals  and  that  the  appraisal  rents  are  roughly  twice  the  current 
rents  charged  at  the  properties  (Section  236  basic  rent). 

In  addition  to  the  significantly  higher  market  rents,  the  appraisals  (even  the  more 
conservative  ones  prepared  by  HUD  or  independent  third  appraisers  under 
LIHPRHA)  show  values  substantially  higher  than  the  outstanding  mortgage  bal- 
ances. Also,  it  is  worth  pointing  out  that  in  two  instances,  the  appraisals  established 
the  "highest  and  best  use"  as  condominium  conversion  and  in  a  third  appraisal 
HUD  recognized  the  "highest  and  best  use"  as  upscale  retirement  housing.  There- 
fore, not  onlv  would  owners  of  these  projects  prepay  their  subsidized  loans  but 
would  possibly  remove  these  properties  from  the  rental  housing  inventory  entirely. 

The  Park  West  Towers  project  in  Lincoln  Park  represents  an  interesting  case. 
This  project  was  financed  oy  the  State  Agency  with  30  percent  of  the  units  sub- 
sidized by  Section  236  interest  subsidy  payments.  The  owners  of  Park  West  have 
already  filed  a  notice  to  prepay  and,  therefore,  it  is  safe  to  assume  they  intend  to 
prepay.  The  project  is  a  prime  candidate  for  condominium  conversion  as  soon  as 
LIHPRHA  restrictions  are  lifted. 

The  Subcommittee,  I'm  sure,  has  heard  testimony  to  the  eiTect  that  most  owners 
will  not  prepay  even  if  the  legislation  is  changed  to  allow  prepayment.  What  such 
statements  lail  to  recognize  is  that  owners  may  not  prepay  immediately,  but  within 
the  next  2  or  3  years  many  owners  will  select  this  option.  The  following  arguments 
support  this  contention: 

1.  Many  owners  will  prepay  to  relieve  themselves  of  the  HUD  bureaucracy. 

2.  In  many  parts  of  the  country,  the  Chicago  area  is  certainly  one,  market  rents 
are  starting  to  increase  dramatically  as  rental  markets  tighten  and  vacancies  de- 
cline as  the  oversupply  of  units  constructed  in  the  mid-1980s  has  been  absorbed.  In 
the  city  of  Chicago  and  its  suburbs  virtually  no  new  rental  housing  is  under  con- 
struction. The  Chicago  HUD  Ofiice,  once  one  of  the  leading  HUD  Oifices  in  financ- 
ing new  construction  of  market  rate  rental  housing,  is  currently  processing  one  loan 
application  for  new  construction  rental  housing  and  has  not  financed  any  new  mar- 
ket rate  rental  housing  for  at  least  5  years.  As  market  rents  increase  the  motivation 
to  prepay  loans  and  raise  rents  on  projects  in  the  current  afTordable  housing  inven- 
tory will  intensify. 

3.  Most  projects  in  the  preservation  inventory  have  modest  loan  balances  com- 
pared to  the  project  values.  The  projects  in  Exhibit  II  illustrate  this  point  with  the 
average  remaining  debt  of  $15,000/unit  and  average  market  value  of  $45,000/unit 
for  the  properties.  With  current  low-interest  rates  providing  attractive  refinancing 
options,  owners  can  in  many  instances  prepay  the  HUD  subsidized  loans  with  the 
current  project  cash  fiow.  (Of  course,  once  the  projects  have  been  de -deregulated  the 
owners  will  be  free  to  raise  rents  to  generate  additional  returns). 

4.  Even  though  we  keep  referring  to  the  prepayment  inventory  as  having  20  years 
"to  go"  before  the  loans  are  paid  off,  in  fact,  many  of  the  loans  have  much  shorter 
loan  terms  remaining.  Some  of  these  owners  may  just  allow  the  short-term  HUD 
subsidized  loans  to  fully  amortize  and  convert  the  units  to  market  rate  housing  at 
that  time. 
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5.  Many  of  the  projects  in  the  preservation  inventory  had  been  re-syndicated  in 
the  early  1980's  using  secondary  financing  secured  by  partnership  interests  in  the 
project.  Ownership  of  these  properties  reverts  to  the  second  note  holders  if  current 
owners  are  unable  to  pay  ofl  the  second  note  at  maturity.  Therefore,  an  owner  will 
be  under  serious  pressure  to  pay  off  the  HUD-insured  first  mortgage  and  refinance 
the  entire  transaction  to  satisfy  all  or  part  of  the  secondary  debt  or  risk  the  loss 
of  the  project  to  the  second  note  holder  with  disastrous  tax  repercussion.  (If  the  sec- 
ond note  holder  does  take  back  ownership  of  the  property,  we  are  faced  with  the 
circumstance,  once  again,  of  a  prepayable  property  with  a  low-mortgage  balance.) 

6.  Owners  may  refinance  to  mitigate  "phantom"  income  problems. 

7.  Once  loans  on  the  preservation  inventory  can  be  prepaid,  new  owners  will  ac- 
quire the  inventory  with  the  purpose  of  prepaying  the  HUD-insured  mortgages  and 
converting  the  project  to  some  kind  of  market  rate  use — this  is  the  Park  West  Tow- 
ers example  mentioned  earlier.  I  have  already  received  numerous  calls  from  poten- 
tial buyers  asking  when  "LIHPRHA  will  be  over"  so  that  they  can  purchase  and  de- 
convert  a  particular  family  or  elderly  subsidized  project. 

I  do  not  want  to  leave  the  Subcommittee  with  the  impression  that  "every"  owner 
of  "every"  property  in  the  preservation  inventory  will  prepay  loans  and  increase  rent 
levels.  For  various  reasons,  some  owners  will  decide  to  stay  with  the  program.  (One 
of  my  fears  is  that  owners  of  the  less  desirable  real  estate  located  in  low-income 
areas  will  remain  in  the  program,  while  owners  of  properties  in  more  modest  to 
upscale  communities  will  prepay.)  In  order  not  to  provide  "incentives"  to  those  own- 
ers who  would  not  prepay,  the  Subcommittee  could  consider  a  minimum  value 
threshold  for  which  projects  would  be  eligible  for  "incentives."  In  any  event,  many 
owners  will  prepay  and  the  housing  which  the  (government  helped  build  and  sub- 
sidize for  over  20  years  will  be  lost  to  the  inventory.  I  believe  that  owners  could 
be  convinced  to  retain  this  housing  as  affordable  if  given  a  choice  of  a  straight  for- 
ward, workable  "preservation  program." 

Some  have  proposed  allowing  voluntary  prepayment  "protecting"  the  tenants  sim- 
ply by  providing  vouchers.  While  this  proposal  presents  a  number  of  policy  consider- 
ations, I  would  like  to  address  this  proposal  from  a  mortgage  banking  perspective. 
I  believe  it  is  unrealistic  to  expect  lenders  to  provide  financing  to  projects  relying 
on  vouchers  as  the  source  of  project  income.  (I  have  even  been  unaole  to  convince 
HUD  to  finance  such  projects.)  Tnerefore,  I  do  not  believe  that  many  owners  wish- 
ing to  prepay  will  be  able  to  retain  current  tenants  with  vouchers.  Much  has  been 
said  about  relief  from  the  "take  one,  take  all"  provision.  However,  it  will  still  be  law- 
ful to  take  none.  It  is  my  expectation  that  the  majority  of  owners  will  follow  the 
833  Buena  example  and  refuse  to  accept  tenant-based  assistance.  It  should  also  be 
noted  that  vouchers  are  of  no  utility  in  projects  converted  to  condominium  or  other 
non-rental  uses. 

As  one  final  thought,  a  strong  economic  argument  can  be  made  for  preserving  the 
existing  housing  stock — it  is  significantly  less  expensive  to  pay  to  keep  the  current 
subsidized  housing  than  to  provide  view  "afTordable"  units  using  other  Federal  pro- 
grams (e.g.,  HOME,  low-income  housing  tax  credits,  tax-exempt  financing,  et  al.). 
Some  clients  recently  asked  if  I  could  finance  the  renovation  of  an  old  hotelbuilding 
in  a  downtown  Chicago  suburb  to  be  used  for  elderly  housing.  The  cost  of  the  pro- 
posed 57  unit  development  was  approximately  $6,000,000  or  approximately 
$100,000/unit — unfortunately,  not  an  unrealistic  budget.  Meanwhile,  in  the  same 
suburb,  I  am  processing  with  HUD  a  Plan  of  Action  for  the  sale  of  an  existing  231- 
unit  elderly  housing  project  to  a  not-for-profit  group  for  a  total  preservation  cost  of 
approximately  $8.0  million  or  approximately  $35,000/unit — one-tnird  the  cost  of  the 
new  development.  Although  we  need  to  build  new  affordable  housing  units  as  the 
demand  increases,  it  is  equally  important  and  much  less  expensive  to  retain  the  cur- 
rent affordable  housing  inventory. 
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PREPARED  STATEMENT  OF  JANICE  NIEDZIELSKI 

Resident  of  Los  Robles  Apartments,  Union  City,  California 

Let  me  start  by  saying  thank  you  for  this  honorable  opportunity  to  testify  today 
on  the  need  for  a  preservation  program.  I  am  hoping  you  are  all  aware  that  the 
homeless  population  in  America  is  growing  daily  and  the  decisions  you  make  in 
these  chambers  affect  real  people,  not  just  dollar  amounts  on  a  budget.  In  the  pack- 
age I've  handed  you,  you  will  see  the  faces  of  the  people  who  could  be  added  to  the 
population  of  homeless  Americans  if  there  is  no  preservation  program.  The  people 
who  will  be  displaced  if  you  eliminate  preservation  and  allow  owners  to  prepay  their 
mortgages  and  sell  their  complexes  on  the  open  market. 

Some  people  think  HUD-subsidized  housing  complexes  are  slums.  As  you  can  see 
in  the  pictures,  Los  Robles  is  a  clean,  well-maintained  complex  consisting  of  140 
units.  It  is  the  only  HUD-subsidized  complex  in  Union  City.  The  people  in  these 
units  are  seniors,  families,  and  disabled  citizens  from  many  different  ethnic  back- 
grounds. Incomes  range  from  very  low,  to  low  and  moderate.  This  is  one  of  the  few 
places  in  Alameda  County  that  allows  the  low-income  families  in  the  3,  4,  and  5 
bedroom  units  to  have  a  safe,  healthy,  affordable  living  environment. 

I  understand  that  you  want  to  make  changes  in  the  preservation  program,  but 

1  hope  you  will  do  it  in  a  way  that  is  not  a  hardship  for  residents.  Los  Robles  and 
similar  projects  across  the  country  have  three  choices,  which  are: 

1.  Allow  the  owner  to  prepay  and  give  the  residents  vouchers.  This  option  stinks 
and  will  eventually  lead  to  displacement.  At  Los  Robles,  140  families  would  be  dis- 
rupted, many  will  end  up  homeless.  There  are  three  reasons:  (a)  As  you  can  see  by 
the  newspaper  rental  ads,  vacancy  rates  are  very  low  in  Union  City,  and  there  are 
virtually  no  3,  4,  and  5  bedrooms  in  the  surrounding  area.  A  voucher  is  useless  if 
there  are  no  units  available,  (b)  Many  owners  will  not  accept  vouchers.  Included  in 
the  package  are  rental  ads  stating  tney  will  not  accept  Section  8  vouchers.  There 
is  nothing  written  that  says  they  must  accept  them  and,  if  there  were,  enforcement 
would  be  weak  and  spotty,  (c)  It  is  our  understanding  vouchers  will  only  be  for  1- 

2  years.  What  will  these  families  do  after  that? 

2.  Allow  the  owner  to  prepay  and  build  replacement  units  in  the  area.  I'm  no  ex- 
pert, but  it  would  seem  to  me  that  preserving  Los  Robles  and  similar  projects  rather 
than  replacing  them  would  make  more  economic  sense. 

3.  Preserve  Los  Robles  and  similar  projects  with  a  Capital  Grant.  We  support  this 
option.  We  understand  it  to  be  the  least  expensive  for  HUD,  and  feasible  for  Los 
Robles.  The  only  additional  request  is  to  keep  the  current  (not  new)  project-based 
Section  8  contracts  in  place. 

Finally,  the  residents  of  Los  Robles  have  formed  a  resident  council,  hired  a  con- 
sulting team,  and  selected  a  nonprofit  to  act  as  our  co-sponsor.  Ecumenical  Associa- 
tion for  Housing,  EAH  manages  over  1,000  apartments  and  has  a  strong  track 
record  of  successful  ownership.  Los  Robles  residents  and  Ecumenical  Association  for 
Housing  will  own  and  operate  the  project.  Their  involvement  will  enable  the  financ- 
ing and  rehabilitation  plan  to  be  put  together  promptly.  Both  Ecumenical  Associa- 
tion for  Housing  and  tne  residents  will  appoint  board  members  to  the  board  that 
will  oversee  the  project.  By  being  involved  as  owners,  the  residents  will  gain  the 
responsibility  and  control  of  their  homes  and  their  community.  Without  a  preserva- 
tion program,  such  involvement  would  not  be  possible.  Vouchers  will  not  preserve 
affordable  housing,  nor  empower  residents  to  govern  their  homes  and  communities. 

You  have  an  excellent  program  that  preserves  our  homes,  increases  our  awareness 
and  stabilizes  families  in  economic  hard  times.  Please,  make  it  more  efficient,  but 
please,  please,  do  not  throw  it  out. 

Again,  thank  you  for  the  opportunity  to  be  here  today.  It  is  truly  an  honor  for 
me.  I  would  also  like  to  acknowledge  Ms.  Carol  Owen,  also  a  resident  of  Los  Robles, 
who  is  very  involved  in  preserving  affordable  housing.  If  you  have  any  questions, 
I  would  be  happy  to  answer  them.  Thank  you. 


STATEMENT  OF  THE 
-  NATIONAL  COUNCIL  OF  STATE  HOUSING  AGENCIES 

October  17,  1995 

Thank  you  for  the  opportunity  to  submit  this  statement  on  behalf  of  the  National 
Council  of  State  Housing  Agencies  (NCSHA)  on  low-income  housing  preservation. 

NCSHA  is  a  national,  nonprofit  organization  created  in  1970  to  assist  its  members 
in  advancing  the  interests  of  lower-income  and  underserved  people  through  the  fi- 
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nancing,  development,  and  preservation  of  affordable  housing.  NCSHA's  members 
are  Housing  Finance  Agencies  (HFA's)  with  statewide  authority.  NCSHA's  member 
agencies  operate  in  every  State  and  the  District  of  Columbia,  Puerto  Rico,  and  the 
LTS.  Virgin  Islands. 

State  HFA's  have  issued  more  than  $100  billion  in  Mortgage  Revenue  Bonds 
(MRB's)  to  finance  more  than  1.6  million  lower-income  families  home  purchases  and 
more  than  $35  billion  in  multifamilv  bonds  to  finance  more  than  700,000  low-income 
rental  apartments.  NCSHA's  members  also  allocate  the  Low  Income  Housing  Tax 
Credit  (Tax  Credit),  which,  since  1987,  has  helped  finance  more  than  730,000  apart- 
ments for  low-income  families. 

Original  Rationale  For  Preservation  Program  Still  Valid 

NCSHA  strongly  supported  the  enactment  of  the  Emergency  Low  Income  Housing 
Preservation  Act  (ELIHPA)  and  the  Low  Income  Housing  Preservation  and  Resident 
Homeownership  Act  (LIHPRHA)  as  a  way  to  preserve  desperately  needed  affordable 
housing  and  to  avoid  the  human  sufTerine  ana  community  upheaval  that  would  have 
resulted  when  owners  prepaid  their  HUD-insured  mortgages  and  their  properties 
converted  to  market  rate  use.  For  these  same  reasons,  NCSHA  supports  a  continued 
Federal  preservation  elTort  today. 

In  enacting  ELIHPA  and  LIHPRHA,  the  Congress  recognized  that  program-eligi- 
ble properties  represent  a  valuable  stock  of  affordable  housing  that  woula  be  impos- 
sible to  replace  and  should  be  preserved.  Most  of  these  properties  are  decent,  desir- 
able places  to  live,  and  those  tnat  are  not  can  be  rehabilitated  with  relatively  mod- 
est amounts  of  program  funds.  The  properties  have  a  mix  of  very-low-,  low-,  and 
moderate-income  tenants  that,  if  forced  to  leave,  would  have  great  difliculty  finding 
alternative  affordable  housing  in  or  near  their  communities. 

Although  estimates  vary  of  how  many  project  owners  will  choose  to  prepay  in  the 
absence  of  prepayment  restrictions  and  incentives  not  to,  it  is  clear  that  some  will, 
and  any  amount  of  tenant  dislocation  and  affordable  housing  loss  is  too  much  if 
there  is  a  reasonable,  cost  efiective  way  to  avoid  it. 

Reform  is  Needed 

Experience  shows  that  ELIHPA  and  LIHPRHA,  while  successful  in  preventing 
prepayments  and  preserving  properties  for  low-income  use,  are  flawed.  These  pro- 
grams are  very  costly,  especially  in  today's  budget  terms,  and  it  is  unlikely  that 
Congress  will  appropriate  the  funds  necessary  for  the  project-based  Section  8  assist- 
ance on  which  these  programs  rely.  In  addition,  the  programs  are  extremely  com- 
plicated and  cumbersome,  requiring  extensive  analyses  of  project  value,  establish- 
ment of  preservation  rents,  and  rigid  adherence  to  procedures. 

Despite  detailed  appraisal  requirements  and  rehabilitation  needs  assessments,  re- 
pairs to  these  properties  often  have  been  minimal  and  insuflicient  to  improve  their 
condition  to  the  quality  necessary  for  long-term  use.  In  addition,  rents  oft,en  must 
be  set  well  above  market  rents  to  permit  equity  take-out  loans  to  owners.  Appraisal 

Eroblems,  though  mitigated  somewhat  by  the  new   appraisal  system  enacted  in 
IHPRHA,  still  slow  preservation  processing  and  may  overvalue  owners  equity  and 
underestimate  necessary  repairs. 

Program  rules  that  increase  rents  for  unsubsidized  families  sometimes  cause  them 
to  relocate,  increasing  Section  8  costs  for  subsidized  very-low-income  tenants  who 
take  their  place  and  changing  the  character  of  the  properties  to  predominantly  very- 
low-income  dwellings.  This  destabilizes  the  communities  where  the  projects  are  lo- 
cated and  reduces  the  number  of  apartments  available  for  moderate  income  families. 
Another  problem  is  the  lack  of  priority  given  to  projects  most  likely  to  prepay. 
While  HUD's  plan  to  prioritize  the  funding  of  approved  plans  of  action  by  how  soon 
a  project  will  be  eligiole  to  prepay  helps  avoid  prepayments,  it  will  likely  exhaust 
the  limited  resources  without  funding  the  projects  that  are  actually  most  likely  to 
prepay  and  in  need  of  preservation.  Resources  should  be  focused  on  those  properties 
most  likely  to  prepay,  and  we  would  like  to  work  with  the  Subcommittee  over  the 
coming  weeks  to  discuss  how  such  a  system  might  work. 

The  Capital  Grant  Alternative 

The  answer  to  the  problems  with  ELIHPA  and  LIHPRHA  is  not  Federal  with- 
drawal from  low-income  housing  preservation.  The  Federal  Government's  invest- 
ment in  this  vital  resource  is  too  great  to  pull  out  and  lose  much  of  it  now.  The 
appropriate  response  is  to  rewrite  these  programs  to  account  for  today's  budget  re- 
alities and  respond  to  their  deficiencies. 

NCSHA  and  others  have  been  considering  how  to  improve  the  preservation  pro- 
gram for  some  time.  This  discussion  culminated  recently  in  the  Senate-passed  FY 
1996  HUD  appropriations  bill,  which  would  establish  a  capital  grant  or  loan  mecha- 
nism to  fund  owner  incentives  in  place  of  long-term  Section  8  subsidies,  value  prop- 
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erties  by  capitalizing  expected  net  operating  income  based  on  market  rents,  reduce 
the  Federal  cost  limit,  restrict  eligibility  to  fewer  properties  than  are  currently  eligi- 
ble, and  allow  owners  to  prepay  their  insured  mortgages  without  restriction  accord- 
ing to  the  provisions  of  their  loan  agreements. 

We  believe  these  reforms  have  several  attractive  features,  such  as  reducing  the 
long-term  cost  of  preservation  while  preserving  the  housing  at  afTordable  rents  for 
50  years,  eliminating  the  need  for  additional  Section  8  subsidies,  simplifying  proc- 
essing, and  avoiding  the  rent  increases  that  drive  out  low-  and  moderate-income 
tenants.  The  Congress  must  find  a  way  to  enact  these  or  similar  reforms  this  year, 
so  they  can  be  in  effect  as  soon  as  possible  and  afTordable  housing  can  be  saved. 

However,  it  is  also  important  that  appropriations  are  provided  to  fund  plans  of 
action  approved  by  HUD  under  current  law.  HUD  indicates  that  more  than  215 
projects  nave  approved  "plans  of  action"  costing  more  than  $700  million.  If  not  fund- 
ed in  FY  1996,  their  owners  will  be  able  to  prepay. 

Despite  our  enthusiasm  for  preservation  reform  this  year,  NCSHA  is  concerned 
about  some  elements  of  the  Senate  reforms.  Restricting  eligibility  for  preservation 
incentives,  lowering  the  Federal  cost  limit,  and  establishing  a  unilateral  right  to 
prepay  will  each  increase  the  number  of  prepayments.  We  urge  legislation  that 
would  preserve  a  greater  number  of  properties  by  establishing  broader  eligibility  cri- 
teria, making  the  Federal  cost  limit  more  flexible,  and  making  the  program  manda- 
tory. We  are  also  concerned  that  the  bill's  eligibility  restriction  that  disqualifies 
projects  that  have  not  filed  notices  of  intent  may  shut  out  properties  that  are  likely 
to  prepay  and  that  should  be  preserved.  Whether  or  not  a  project  has  filed  a  notice 
of  intent  is  not  a  good  indication  of  the  Government's  interest  in  preserving  that 
property.  A  more  eitective  priority  system  should  be  developed. 

Vouchers  Are  Not  the  Answer 

Some  critics  of  ELIHPA  and  LIHPRHA  have  suggested  that  they  be  repealed  and 
that  HUD  give  tenant-based  rental  assistance  (vouchers)  to  residents  of  properties 
that  prepay.  We  oppose  this  alternative  because  it  does  not  avoid  the  displacement 
and  disruption  caused  by  prepayments,  and  is  not  an  answer  to  the  loss  of  afTord- 
able housing  stock.  Preservation  incentives  are  significantly  less  expensive  than  pro- 
ducing new  Housing  through  acquisition,  rehabilitation,  or  new  construction. 

Vouchers  do  not  enable  tenants  to  obtain  housing  in  tight  housing  markets  where 
affordable  apartments  are  not  available  or  where  rents  exceed  what  they  can  afTord 
to  pay  even  with  a  voucher.  Vouchers  also  create  a  long-term  Government  obligation 
that  must  be  paid  and  renewed  as  long  as  the  tenant  remains  eligible  and  wants 
the  assistance.  In  addition,  vouchers  over  the  long  term  will  be  more  costly  than 
preservation  incentives  for  most  eligible  properties. 

The  HFA  Role 

Opponents  of  ELIHPA  and  LIHPRHA  say  they  must  be  repealed  and  no  preserva- 
tion program  is  possible  because  HUD  does  not  have  the  capacity  to  administer  it. 
We  agree  that  HUD's  capacity  is  limited.  One  solution  to  this  problem  is  to  direct 
HL^D  to  allow  other  entities,  such  as  HFA's,  to  assume  some  of  the  processing  re- 
sponsibilities. HFA's  offer  HUD  technical  expertise  and  personnel  to  augment  its  ca- 
pacity. HFA's  have  the  capabilities  and  resources  to  commission  and  evaluate  ap- 
praisals, determine  costs  and  capital/rehabilitation  needs  of  a  development,  evaluate 
mortgage  credit,  process  mortgage  loan  proceeds,  and  certify  costs.  In  addition, 
HFA's  are  able  to  underwrite  and  process  loan  applications  based  on  internally  or 
extemallj'  derived  underwriting  guidelines,  evaluate  operating  budgets,  ensure  fi- 
nancial compliance,  arrange  for  tenant  services,  and  develop  creative  workout  solu- 
tions where  needed.  With  these  resources,  HFA's  can  process  preservation  applica- 
tions in  an  expeditious  and  responsible  manner,  and  generate  substantial  adminis- 
trative costs  savings  to  HUD. 

HUD  has  the  statutory  authority  now  to  delegate  preservation  processing,  but  has 
failed  to  implement  it.  The  Massachusetts  Housing  Finance  Agency  (MHFA)  worked 
diligently  to  persuade  HUD  to  enter  into  a  delegated  processing  arrangement  to 
handle  preservation  program  applications  in  Massachusetts,  but  HUD  resisted,  de- 
spite the  notorious  backlog  and  delays  in  processing  applications  in  that  area. 

Many  prepayment  eligiole  properties  in  Massacnusetts  probably  will  prepay  be- 
cause their  appraisal  process  has  been  delayed  and  they  are  therefore  unlikely  to 
be  funded.  This  is  another  reason  why  we  believe  HUD  should  prioritize  preserva- 
tion funding  awards — to  account  for  delays  in  processing  among  field  ofTices  and  to 
preserve  projects  most  likely  to  prepay,  regardless  of  when  plans  of  action  are  actu- 
ally approved.  In  addition,  owners  are  becoming  increasingly  frustrated  with  the 
program  and  will  likely  prepay  unless  they  believe  that  the  program  is  likely  to  be 
administered  expeditiously  and  be  funded  adequately. 
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Mr.  Chairman  and  Members  of  the  Subcommittee:  In  conjunction  with  the  Sub- 
committee's October  17,  1995,  hearing  on  the  Department  of  Housing  and  Urban 
Development's  (HUD)  program  for  preserving  low-income  housing,  we  are  pleased 
to  submit  this  statement  for  the  record.  The  preservation  program,  created  by  legis- 
lation initially  enacted  in  1987  and  revised  in  1990,  is  aimed  at  maintaining  the 
affordable  low-income  housing  that  was  created  primarily  under  two  Federal  hous- 
ing programs  during  the  1960  s  and  1970's.  Under  these  programs,  when  owners  re- 
ceived HUD-insured  mortgages  with  40-year  repayment  periods,  they  entered  into 
agreements  with  HUD  that  imposed  affordability  restrictions,  such  as  limits  on  the 
income  levels  of  tenants  and  on  the  rents  that  could  be  charged  at  the  properties. 
However,  after  20  years,  owners  had  the  right  to  prepay  (pay  ofO  their  mortgages 
in  full  without  prior  HUD  approval  and  terminate  the  aftordability  restrictions.  Tne 
preservation  program  has  proven  to  be  complex  and  costly,  resulting  in  rec- 
ommendations by  HUD,  HUD's  Ofllce  of  the  Inspector  General  (OIG),  and  others  to 
change  or  repeal  the  program. 

Our  statement  is  based  primarily  on  work  that  we  have  carried  out  during  the 
past  several  years  on  HUD  s  preservation  program  and  on  work  that  we  have  per- 
formed in  preparation  for  this  hearing.  This  statement  focuses  on  (1)  how  the  cur- 
rent preservation  program  works,  (2)  the  status  of  preservation  eligible  projects,  (3) 
concerns  that  have  been  raised  about  the  program,  and  (4)  options  for  revising  the 
program. 

In  summary,  we  have  found  the  following: 

•  To  help  maintain  affordable  housing,  the  current  preservation  program  restricts 
owners  previously  unlimited  right  to  prepay  mortgages  but  provides  them  with 
incentives  to  continue  the  affordability  restrictions.  HUD  can  approve  a  plan  for 
prepayment  only  after  finding,  among  other  things,  that  the  supply  of  comparable 
vacant  housing  is  adequate  in  the  relevant  housing  market.  Tnose  owners  who 
agree  to  extend  the  affordability  restrictions  for  the  remaining  useful  life  of  their 

f)roperties,  may  receive,  subject  to  the  availability  of  appropriated  funds,  various 
inancial  incentives,  such  as  increases  in  Federal  rental  assistance,  financing  of 
capital  improvements,  and  federally-insured  equity  take-out  loans.  Alternatively, 
the  owners  can  sell  their  properties  to  purchasers  who  will  maintain  the  afford- 
ability restrictions.  The  purchasers  are  eligible  for  incentives  similar  to  those  re- 
ceived by  owners  who  extend  restrictions. 

•  As  of  September  30,  1995,  the  owners  of  1,122  projects  had  notices  of  intent  to 
extend  affordability  restrictions  or  to  sell  the  property  to  qualified  purchasers  in 
process  at  HUD.  In  addition,  HUD  had  approved  736  projects  for  preservation; 
about  70  percent  of  these  had  completed  the  process.  As  of  September  30,  1995, 
223  were  awaiting  funding.  If  appropriations  are  not  available  to  finance  the  pres- 
ervation incentives,  according  to  HUD,  the  owners  of  at  least  127  of  the  223 
projects  approved  for  preservation  will  have  the  right  to  prepay  the  mortgage  and 
ena  the  anordability  restrictions  in  fiscal  year  1996. 

•  While  housing  industry  ofiicials  believe  the  preservation  program  is  achieving  the 
goal  of  preserving  affordable  housing,  HUD,  HUD's  OIG,  the  House  and  Senate 
Connmittees  on  Appropriations,  and  the  National  Alliance  of  HUD  Tenants  have 
all  expressed  concerns  about  the  program's  high  cost — over  $1.2  billion  or  an  aver- 
age 01  $19,152  per  unit  for  projects  that  have  completed  the  preservation  process. 
Specific  concerns  center  on  the  size  of  incentives  provided  and  the  funding  of  in- 
centives through  increased  Federal  rental  assistance,  thus  creating  an  expensive, 
long-term  commitment  to  Government  funding.  HUD  has  also  argued  tnat  the 
program  is  inconsistent  with  its  efibrts  to  reinvent  the  Department  because,  for 
example,  the  program  promotes  above-market  rent  structures  and  imposes  "com- 
plex bureaucratic  requirements"  on  private  owners,  residents,  and  State  and  local 
governments. 

•  Several  options  have  been  suggested  for  revising  the  current  program  to  address 
these  concerns.  H.R.  2099,  as  approved  by  the  Senate  Committee  on  Appropria- 
tions in  September  1995,  proposes  to  replace  the  current  program  with  an  ap- 
proach that  restores  owners'  unlimited  right  to  prepay  mortgages  and  uses  "cap- 
ital grants/loans"  in  lieu  of  Federal  rental  assistance  payments  to  finance  preser- 
vation incentives.  Two  alternative  options  that  HUD  has  examined  are:  (1)  Kestor- 
ing  owners'  right  to  prepay  and  repealing  the  preservation  incentives  and  (2)  re- 
storing owners'  right  to  prepay  and  continuing  preservation  incentives,  but  on  a 
more  targeted  basis  and  at  a  reduced  level.  Under  each  of  these  three  options, 
low-income  residents  displaced  as  a  result  of  owners'  prepayment  of  the  mortgage 
would  be  provided  with  some  form  of  assistance.  Some  of  the  key  questions  to  be 
assessed  in  comparing  the  merits  of  these  options  are:  (1)  Which  option  is  the 
least  costly  method  oi  providing  housing  assistance  to  those  in  need?  (2)  To  what 
extent  will  eliminating  or  reducing  the  preservation  incentives  result  in  loss  of 


82 

valuable  housing  stock,  create  housing  shortages,  and  cause  displacement  of  resi- 
dents? and  (3)  Can  HUD  effectively  carry  out  whichever  alternative  is  selected, 
considering  its  other  responsibilities  and  capacity  limitations? 

Before  discussing  these  issues  in  more  detail,  we  would  like  to  provide  some  back- 
ground on  the  preservation  program. 

Background 

The  owners  of  several  thousand  multifamily  housing  projects  are,  or  over  the  next 
few  years  will  be,  eligible  for  Federal  financial  incentives  designed  to  compensate 
them  for  preserving  their  properties  as  affordable  rental  housing  for  low-income 
households.  These  properties  were  developed  during  the  1960's  and  1970's  with  Gk)v- 
emment  assistance,  mostly  under  the  Section  221(d)  (3)  mortgage  insurance  pro- 
gram authorized  by  the  Housing  Act  of  1961  and  the  Section  236  mortgage  insur- 
ance program  created  by  the  Housing  and  Urban  Development  Act  of  1968. 

In  return  for  the  Federal  assistance,  the  property  owners  agreed  to  rent  units  only 
to  individuals  and  families  meeting  specific  income  limits.  They  also  agreed  to  re- 
strictions on  the  rents  they  could  charge  and  the  rates  of  return  they  could  receive. 
Although  mortgages  under  the  programs  were  generally  for  a  40-year  period,  owners 
could  elect  to  prepay  the  balance  of  their  loans  after  20  years.  After  prepaying  the 
loan,  an  owner  would  no  longer  be  subject  to  the  afibrdability  restrictions  and  would 
be  free  to  charge  market  rate  rents  or  convert  the  property  to  some  other  purpose, 
potentially  displacing  the  low-income  tenants. 

As  the  20-year  anniversary  of  many  of  the  mortgages  approached,  the  Congress 
became  concerned  that  the  prepayment  option  could  trigger  a  mass  exodus  from  the 
program,  the  displacement  of  thousands  of  low-income  families,  and  the  permanent 
loss  from  the  rental  market  of  a  significant  quantity  of  afTordable  low-income  hous- 
ing. As  a  temporary  measure  to  prevent  these  outcomes,  the  Congress  enacted  the 
Emergency  Low-Income  Housing  Preservation  Act  of  1987  (also  known  as  title  II  or 
ELIHPA),'^  which  placed  limitations  on  owners'  prepayment  rights  but  provided  a 
number  of  incentives  for  owners  to  maintain  their  properties  for  low-income  tenants. 
This  was  replaced  by  the  current  preservation  program,  authorized  by  the  Low  In- 
come Housing  Preservation  and  Resident  Homeownership  Act  of  1990,  as  amended 
(also  known  as  title  VI  or  LIHPRHA). 

How  the  Preservation  Program  Works 

The  current  program  is  designed  to  ensure  that  most  units  remain  available  and 
afTordable  to  low-income  families,  while  limiting  but  not  precluding  prepayment  of 
the  mortgage  by  the  owner.  It  ofTers  various  financial  incentives  to  those  owners 
who  agree  to  extend  the  current  afTordabiiity  restrictions  for  the  remaining  useful 
life  of  the  property  and  to  those  who  are  willing  to  purchase  the  properties  at  a  fair 
price  and  maintain  the  restrictions.  The  latter  are  called  "qualified  purchasers."  Al- 
though the  owners  may  elect  to  forgo  the  financial  incentives  and  prepay,  as  a  prac- 
tical matter  it  is  difficult  to  do  so.  Before  allowing  an  owner  to  prepay,  HUD  must 
first  determine  that  the  action  would  not,  among  other  things,  (1)  materially  in- 
crease the  economic  hardship  for  current  tenants,  (2)  cause  these  tenants  to  pay 
more  than  30  percent  of  their  income  for  rent,  (3)  cause  involuntary  displacement 
when  comparable  affordable  housing  is  not  available,  and  (4)  materially  afTect  the 
availability  of  afTordable  housing  in  the  relevant  housing  market  area.  If  the  owner 
does  prepay,  however,  the  property  is  no  longer  subject  to  the  afibrdability  restric- 
tions. 

Owners  seeking  to  extend  the  afTordabiiity  restrictions,  sell  to  a  qualified  pur- 
chaser, or  prepay  must  file  a  notice  of  intent  with  HUD,  the  appropriate  State  or 
local  jurisdiction,  and  the  mortgagee,  and  must  inform  their  tenants  of  the  filing. 
Two  independent  appraisers,  one  selected  by  HUD  and  another  by  the  owner,  then 
appraise  the  property  to  establish  its  "preservation  value."  In  general,  the  preserva- 
tion value  is  based  on  the  property's  highest  and  best  use. 

The  appraisal  and  the  preservation  value  it  establishes  are  key  to  the  financial 
calculations  made  during  the  remainder  of  the  preservation  process  and  to  the  fi- 
nancial benefits  that  the  owner  ultimately  receives.  The  preservation  value  rep- 
resents the  ceiling  price  for  the  sale  of  the  property  to  a  qualified  purchaser.  The 
preservation  value,  less  the  remaining  debt  on  the  property,  also  determines  the 


^Certain  projects  that  are  not  FHA  insured  may  also  participate  in  the  preservation  program, 
including  projects  developed  by  State  housing  finance  agencies  for  which  mortgages  can  be  pre- 
paid. According  to  a  HUD  multifamily  ofTicial,  about  30  uninsured  projects  have  been  approved 
by  HUD  and  another  33  have  applications  in  process. 

=^TitIe  II  of  the  Housing  and  Community  Development  Act  of  1987  (P.L.  100-242) 
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"preservation  equity,"  which  is  used  in  calculating  some  of  the  financial  incentives 
for  owners  electing  to  extend  afTordability  restrictions. 

Once  an  owner  files  a  notice  of  intent,  HUD  has  9  months  to  provide  the  owner 
with  the  appraisal  results  and  certain  other  information  the  owner  needs  to  pro- 
ceed.^ Within  6  months  after  receiving  this  information,  the  owner  must  file  a  "plan 
of  action"  with  HUD  for  the  desired  option  (i.e.,  either-extension  of  the  affordability 
restrictions  and  receipt  of  incentives;  sale  to  a  qualified  purchaser  who  will  main- 
tain the  restrictions;  or  prepayment  and  termination  of  the  restrictions). 

A  plan  of  action  for  continuing  the  afTordability  restrictions  must  include,  among 
other  things,  a  description  of  the  Federal  incentives  the  owner  will  need  and  an 
analysis  of  how  the  owner  will  address  any  financial  or  physical  deficiencies  con- 
nected with  the  property  and  maintain  the  low-income  use  restrictions.  After  ap- 
proving the  plan,  HUD  can  enter  into  the  agreements  that  are  necessary  to  ensure 
that  the  owner:  (1)  Receives  the  authorized  annual  rate  of  return  on  investment 
(i.e.,  8  percent  of  the  preservation  eauity),  (2)  pays  the  debt  service  on  the  federally- 
insured  mortgage  and  any  additional  loan  taken  out  to  rehabilitate  the  property,  (3) 
meets  the  projected  operating  expenses,  and  (4)  establishes  adequate  cash  reserves. 

Subject  to  availability  of  funds,  HUD  is  authorized  to  provide  the  owner  with  a 
number  of  incentives  to  ensure  that  these  outcomes  occur.  Permissible  incentives  in- 
clude: (1)  Increases  in  Federal  Section  8  rental  assistance,'*  (2)  rent  increases  for 
current  tenants,  (3)  financing  of  capital  improvements  under  other  HUD  programs, 
and  (4)  access  to  project  equity  through  an  FHA-insured  loan.  Qualified  purchasers 
are  eligible  for  similar  incentives.  However,  purchasers  receive  a  larger  percentage 
of  the  preservation  equity  (up  to  95  f>ercent  compared  with  up  to  70  percent  for  own- 
ers who  extend  the  restrictions),  and  "priority  purchasers"  (i.e.,  resident  councils, 
State  and  local  agencies,  or  nonprofit  organizations)  are  eligible  for  grants  to  help 
with  the  acquisition. 

The  owners  who  accept  the  incentives  must  enter  into  binding  agreements  with 
HUD  to  retain  the  affordability  of  the  housing  throughout  the  property's  remaining 
useful  life.  They  must  also  commit  to  adequately  maintain  and  operate  the  property 
according  to  HUD's  standards,  not  to  displace  the  current  tenants  except  for  good 
cause,  and  to  comply  with  certain  rules  governing  future  rent  increases. 

Status  of  Projects  in  the  Program 

As  of  the  beginning  of  fiscal  year  1996,  3,691  projects  consisting  of  472,854  hous- 
ing units  are  or  will  be  eligible  to  participate  in  the  preservation  program.  Of  this 
total,  the  owners  of  1,122  projects  consisting  of  126,529  units  had  notices  of  intent 
to  extend  the  affordability  restrictions  or  to  sell  the  property  to  a  qualified  pur- 
chaser in  process  at  HUD. 

In  addition,  as  of  September  30,  1995,  HUD  had  approved  owners'  plans  of  action 
for  736  projects  to  continue  preserving  the  properties  for  low-income  use.  Nearly  69 
percent  of  these  projects  (506  projects  containing  63,201  units)  had  completed  the 
process,  received  funding  under  the  program,  and  agreed  to  extend  the  affordability 
restrictions  for  the  projects'  remaining  useful  life  or  to  sell  the  property  to  a  quali- 
fied purchaser.^ 

However,  another  223  projects  containing  26,521  units  remained  in  the  queue 
awaiting  funding.  HUD  estimates  that  more  than  $644  million  will  be  needed  to 
fund  the  incentives  for  the  remaining  223  projects.  Under  current  law,  owners  with 
approved  plans  of  action  under  LIHPRHA  to  sell  may  prepay  their  mortgages  6 
months  after  the  plan  of  action  is  approved  or  60  days  after  the  start  of  the  subse- 
quent fiscal  year  if  Federal  funding  for  preservation  incentives  is  unavailable.  Own- 
ers with  approved  plans  of  action  under  LIHPRHA  to  extend  the  affordability  re- 
strictions may  prepay  their  mortgages  15  months  after  the  plan  of  action  is  ap- 
proved. Of  the  223  projects  awaiting  funding,  HUD  estimates  that  at  least  127  could 
meet  this  criterion  and  be  eligible  to  prepay  their  mortgages  in  fiscal  year  1996  if 
funding  for  the  program  is  not  provided. 

Concerns  About  the  Preservation  Program 

While  housing  industry  officials  believe  that  the  preservation  program  has  gen- 
erally been  consistent  with  the  legislation's  goal  of  preserving  affordable  housing, 
various  parties,  including  both  HUD  and  HUD's  OIG,  have  raised  concerns  about 


^HUD  has  9  months  to  respond  to  notices  from  owners  who  wish  to  extend  afTordability  re- 
strictions or  sell  to  qualified  purchasers  and  6  months  to  respond  to  notices  of  intent  to  prepay 
the  mortgages. 

"Section  8  rental  assistance  is  provided  by  HUD's  Housing  Assistance  Payments  Program,  au- 
thorized by  the  Housing  and  Community  Development  Act  of  1974. 

^According  to  a  HUD  multifamily  official,  there  are  7  projects  that  have  been  approved  and 
for  which  funding  is  available  that  have  not  yet  completed  processing. 
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the  program.  HUD's  multifamily  housing  officials  believe  that  the  primary  problem 
with  the  existing  program  is  that  it  creates  a  system  under  which  property  owners 
are  effectively  precluded  from  prepaying  their  mortgages  and  instead  are  given  sub- 
stantial incentives  as  compensation  for  continuing  to  preserve  their  properties  as 
low-income  housing. 

While  property  owners  are  not  specifically  precluded  from  prepaying  their  mort- 

f[ages  and  terminating  the  affordability  restrictions,  the  current  program  establishes 
imitations  that  significantly  restrict  their  ability  to  prepay.  Specifically,  the  low-in- 
come restrictions  can  be  terminated  through  prepayment  only  if  HUD  finds  that  the 
effects  on  existing  tenants  and  the  low-income  nousing  market  would  be  minimal. 
As  of  October  1,  1995,  HUD  staff  told  us  that  only  five  projects  had  bean  approved 
for  prepayment.  Some  owners  have  sued  the  Government  for,  among  other  things, 
breach  of  contract  because  the  preservation  laws  placed  restrictions  on  mortgage 
prepayments  that  would  have  otherwise  been  unrestricted  after  20  years.  On  March 
27,  1995,  the  United  States  Court  of  Federal  Claims  ruled  in  favor  of  owners  who 
brought  suit  on  this  issue  and  sent  the  case  back  to  trial  to  determine  damages  with 
respect  to  the  breach  of  contract  claim.® 

While  the  program  limits  owners'  ability  to  prepay  their  mortgages,  it  provides 
substantial  incentives  to  owners  or  purchasers  to  preserve  the  properties  as  afford- 
able housing.  Since  the  program  was  enacted,  it  has  cost  over  $1.2  billion  to  pre- 
serve 63,201  units  in  the  506  projects  that  have  completed  the  process.'^  This 
amount  represents  an  average  cost  of  $19,152  per  unit  to  preserve  the  properties. 
HUD,  HUD's  OIG,  the  House  and  Senate  Committees  on  Appropriations,  and  the 
National  Alliance  of  HUD  Tenants  have  all  expressed  concerns  about  the  cost  of  the 
preservation  program.  Among  the  factors  cited  as  contributing  to  the  high  cost  of 
the  program  are  the  following: 

•  The  incentives  provided  to  owners  and  purchasers  are  based  on  a  substantial  por- 
tion of  a  project's  preservation  equity — up  to  70  percent  of  equity  for  owners  who 
agree  to  extend  low-income  afTordability  restrictions  and  95  percent  of  equity  for 
purchasers  of  properties  who  agree  to  preserve  the  afTordable  housing.  The  Na- 
tional Alliance  of  HUD  Tenants  has  argued  that  these  incentives  are  excessive 
since,  in  its  view:  (1)  Taxpayers  created  most  of  the  equity  in  the  properties 
through  housing  subsidies  and  insurance  funded  at  taxpayers'  expense;  and  (2) 
property  owners  had  typically  made  large  profits  when  the  properties  were  con- 
structed. 

•  Compensation  provided  to  owners  for  preserving  their  projects  is  typically  funded 
through  increased  rents,  part  of  which  are  paid  by  HUD  through  increased  Sec- 
tion 8  rental  assistance.  According  to  HUD  s  multifamily  officials,  using  Section 
8  subsidies  to  fund  incentives  and  requiring  owners  to  preserve  their  property  for 
its  remaining  useful  life  has  created  an  expensive,  long-term  commitment  to  Gov- 
ernment funding.  In  addition,  as  HUD's  OIG  has  noted,  HUD  expends  significant 
stafT  time  and  costs  in  processing  and  monitoring  the  preservation  program,  as 
well  as  in  overseeing  Federal  rental  assistance  contracts  under  Section  8  and 
FHA-insured  loans. 

•  Incentives  are  provided  to  some  projects  whose  owners  are,  for  various  reasons, 
unlikely  to  prepay  their  mortgages.  This  concern  is  compounded  by  the  fact  that 
no  minimum  amount  of  preservation  equity  is  needed  to  participate  in  the  pro- 
gram. 

•  The  program  has,  in  some  cases,  caused  HUD  to  pay  excessive  amounts  toward 
repair  ofproperties  that  have  been  approved  for  preservation. 

The  housing  industry  officials  that  we  contacted  acknowledged  that  there  were 
concerns  about  the  cost  of  the  program  but  believed  that  the  program  has  basically 
been  consistent  with  the  legislation's  goal  of  preserving  low-income  properties. 

In  addition  to  expressing  concern  about  the  cost  of  the  program,  HUD  has  also 
expressed  the  view  that  for  several  reasons  the  preservation  program  is  inconsistent 
with  efforts  to  reinvent  the  Department.  First,  the  program  continues  to  link  long- 
term,  project-based  assistance  with  HUD  mortgage  insurance  which  can  result  in 
losses  to  HUD  from  loan  defaults  unless  the  project-based  assistance  is  continued. 
HUD  believes  this  linkage  is  a  fundamental  cause  of  the  problems  that  currently 
afTect  the  health  of  a  substantial  portion  of  HUD's  multifamily  loan  portfolio.  Sec- 
ond, the  program  promotes  artificial,  above-market  rent  structures  as  opposed  to 


^Cienega  Gardens  v.  the  United  States,  33  Fed.  CI.  196,  United  States  Court  of  Federal 
Claims. 

■'According  to  HUD's  OIG's  July  14,  1995,  report,  HUD's  Multifamily  Preservation  Program, 
the  program's  costs  include  Section  8  funding  for  the  initial  5-year  contract  period,  but  not  for 
the  remaining  terms  of  the  mortgage. 
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market-driven  rents.  Third,  the  program  imposes  "complex  bureaucratic  require- 
ments" on  private  owners,  residents,  and  State  and  local  governments. 

HUD's  OIG  has  also  expressed  concern  that  under  the  program,  the  tenants  in 
projects  that  have  been  preserved  are  no  longer  mixed-income  but  rather  are  pre- 
dominantly subsidized  under  Section  8 — a  situation  that  runs  counter  to  HUD's  phi- 
losophy that  mixed-income  neighborhoods  create  healthier  and  more  stable  environ- 
ments. Along  these  lines,  the  OIG's  July  14,  1995,  report  on  the  preservation  pro- 
gram found — based  on  an  analysis  of  296  projects  approved  as  of  December  31, 
1994 — that  the  percentage  of  units  receiving  Section  3  assistance  had  increased 
from  32  percent  to  76  percent  for  title  II  projects  and  from  45  percent  to  87  percent 
for  title  VI  projects.  Housing  industry  officials  we  contacted  agreed  that  the  program 
has  increased  the  number  of  housing  units  receiving  Section  8  assistance,  but  be- 
lieved that  the  program  had  not  caused  any  widespread  change  in  tenant  income 
profiles. 

Options  for  Revising  the  Preservation  Program 

Various  parties  have  suggested  revising  the  program  to  address  the  concerns  dis- 
cussed above.  Under  one  option,  the  current  program  would  be  replaced  with  an  ap- 
proach that  restores  the  owners'  unlimited  right  to  prepay  mortgages  and  uses  cap- 
ital grants  and  loans  in  lieu  of  Section  8  subsidies  to  finance  the  preservation  incen- 
tives. Such  an  approach  is  included  in  H.R.  2099,  as  approved  by  the  Senate  Com- 
mittee on  Appropriations  on  September  13,  1995.  Two  alternative  options  that  HUD 
has  examined  are:  (1)  Restoring  the  owners'  right  to  prepay  and  repealing  preserva- 
tion incentives  and  (2)  restoring  the  owners'  right  to  prepay  and  continuing  preser- 
vation incentives,  but  on  a  more  targeted  basis  and  at  a  reduced  level.  Under  all 
three  options,  low-income  residents  displaced  as  a  result  of  prepayment  would  be 
provided  some  form  of  assistance. 

Capital  Grants/Loans 

The  capital  grants/loans  proposal,  as  specified  in  H.R.  2099,  would  restore  the 
owners'  unlimited  right  to  prepay  their  mortgages,  while  providing  owners  (or  pur- 
chasers) with  a  different  set  of  financial  incentives  if  they  choose  instead  to  continue 
affordability  restrictions.  The  principal  change  in  incentives  would  be  the  addition 
of  two  new  forms  of  incentives — capital  loans  and  grants,  which  would  provide  the 
owners  with  access  to  a  portion  of  the  preservation  equity  and  also  directly  cover 
the  costs  of  necessary  rehabilitation.  The  incentives  involving:  (1)  Increased  Section 
8  rental  assistance,  (2)  equity  loans  insured  by  HUD,  and  (3)  second  mortgages  for 
capital  improvements  would  be  eliminated. 

The  capital  loans  would  be  provided  to  owners  who  agree  to  extend  affordability 
restrictions.  As  with  the  current  equity  loans,  these  loans  could  be  for  amounts  up 
to  70  percent  of  the  preservation  equity.  However,  no  interest  would  be  charged  and 
repayment  would  not  start  until  the  original  mortgage  was  paid  in  full.  The  owners 
of  such  projects  would  also  be  allowed  an  annual  return  of  8  percent  on  the  remain- 
ing 30  percent  of  equity  in  the  project.  According  to  housing  industry  oflicials,  this 
return  would  be  included  in  the  project's  operating  budget,  which  is  used  as  a  basis 
for  determining  the  project's  rents.® 

If  the  owners  elect  to  sell  their  property  to  a  qualified  purchaser,  the  purchaser 
would  be  eligible  for  a  capital  grant  in  an  amount  up  to  100  percent  of  the  preserva- 
tion equity,  or  at  their  option,  a  capital  loan  for  the  same  amount.  (Currently,  pur- 
chasers can  get  equity  loans  for  up  to  95  percent  of  preservation  equity.)  Unlike  the 
capital  loans  to  owners  who  extend  the  affordability  restrictions,  the  loans  to  pur- 
chasers would  carry  interest  at  no  less  than  the  going  Federal  rate.  Repayment, 
however,  would  be  deferred  until  the  property  was  resold  or  refinanced,  whichever 
comes  first  (or  until  such  later  date  as  may  be  reouired  to  maintain  the  affordability 
restrictions  for  the  property's  remaining  useful  life).  HUD  would  be  permitted  to 
provide  the  capital  loans  in  five  annual  installments,  but,  if  it  does  so,  would  have 
to  pay  the  owner  interest  on  the  unpaid  amount.  Qualified  purchasers  are  also  enti- 
tled to  an  8-percent  return  on  the  actual  cash  they  invest  in  the  projects  from 
sources  other  than  the  Federal  preservation  assistance. 

The  capital  grants/loans  proposal  also  would  establish  minimum  equity  amounts 
that  an  owner  or  purchaser  would  need  to  qualify  for  the  incentives.  To  qualify  for 
incentives,  owners  would  need  a  preservation  equity  at  least  equal  to  the  lesser  of 
three  amounts:  $500,000  per  property,  $5,000  per  unit,  or  eight  times  the  appro- 
priate HUD  fair  market  rent  for  all  the  eligible  units. 


^Officials  stated  that  rent  increases  resulting  from  the  inclusion  of  this  return  on  equity 
would  be  ofiset  to  some  degree  by  the  fact  that  some  return  on  owner  equity  is  already  included 
in  project  budgets. 
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The  proposal  would  also  to  some  degree  change  the  protection  for  displaced  ten- 
ants. HUIj  would  no  longer  guarantee  Section  8  rental  assistance  to  low-income  ten- 
ants (i.e.,  those  earning  between  50  and  80  percent  of  the  area's  median  income) 
but  would  continue  the  guarantee  for  very-low-income  tenants  (i.e.,  those  earning 
less  than  50  percent  of  the  area's  median  income).  HUD  could,  however,  provide 
Section  8  assistance  to  the  low-income  group  if  appropriations  were  available.  In 
lieu  of  a  current  requirement  that  owners  pay  hall  of  the  displaced  tenants'  reloca- 
tion expenses,  the  capital  loans/grants  proposal  would  require  HUD  to  pay  reloca- 
tion expenses,  up  to  $1,500  per  family,  for  low-income  displaced  tenants  who  are 
paying  more  than  30  percent  of  their  adjusted  income  for  rent  and  utilities. 

This  proposal  would  eliminate  requirements  in  the  current  law  that,  in  general, 
restrict  increases  in  tenants'  rent  contributions  to  levels  that  do  not  exceed  30  per- 
cent of  tenants'  adjusted  income  and  require  that  rent  increases  above  certain  levels 
be  phased  in.  It  would  also  revise  the  existing  law's  requirement  that  to  the  extent 
practicable  new  tenants  in  preservation  projects  be  at  the  same  proportion  of  very 
low,  low,  and  moderate  incomes  as  the  tenants  who  resided  in  the  project  when  the 
project's  plan  of  action  was  approved  or  on  January  1,  1987,  (whichever  results  in 
the  greater  proportion  of  very-low-income  families).  Instead,  maintaining  the  same 
income  mix  among  tenants  as  on  the  date  of  the  plan  of  action  would  only  be  re- 
quired to  the  extent  that  Federal  assistance  is  available.  Housing  industry  officials 
believe  that  these  changes  in  the  program  are  needed  to  ensure  the  project's  viabil- 
ity since  Section  8  assistance  would  no  longer  be  used  to  fund  preservation  incen- 
tives. 

The  proposal  also  makes  a  variety  of  other  changes  in  the  existing  program  in- 
cluding: (1)  Revising  the  maximum  Federal  cost  limits  for  the  program,  (2)  revising 
the  definition  of  priority  purchasers  to  facilitate  the  use  of  low-income  housing  tax 
credits  in  connection  with  the  program,  and  (3)  eliminating  the  requirement  that 
excess  income  received  under  the  Section  236  program  be  remitted  to  HUD. 

According  to  housing  industry  officials  that  we  contacted,  the  capital  grants/loans 
program  keeps  those  aspects  of  the  current  preservation  program  that  are  working 
and  adjusts  various  other  features  to  address  concerns  about  the  existing  program. 
These  ofiicials  believe  that  the  capital  grants/loans  proposal  would  improve  the  cur- 
rent preservation  program  in  a  number  of  respects.  These  include  the  following: 
First,  owners'  unrestricted  right  to  prepay  which  was  taken  away  under  the  current 
program  would  be  restored.  Second,  costs  would  be  lower  than  they  are  under  the 
current  program.  Third,  properties  could  be  preserved  without  additional  Section  8 
assistance,  thus  addressing  the  concern  about  linking  preservation  incentives  with 
Section  8  assistance.  Finally,  a  minimum  level  of  preservation  equity  would  be  es- 
tablished, thus  addressing  concerns  that  the  current  program  provides  preservation 
incentives  to  property  owners  that  are  unlikely  to  prepay  in  any  case. 

On  the  basis  of  our  discussions  with  HUD  and  nousing  industry  officials  and  our 
review  of  reports  by  HUD's  OIG  and  other  documents,  tnere  are  also  a  number  of 
concerns  regarding  the  capital  grants/loans  proposal.  These  include  the  following:  (1) 
The  incentives  provided  to  owners  and  purchasers  under  the  capital  grants  proposal 
may  actually  be  higher  than  those  in  the  current  program;  (2)  because  owners  would 
receive  most  of  their  equity  up  front,  their  commitment  to  maintaining  quality  hous- 
ing over  the  life  of  the  property  is  questionable,  potentially  necessitating  additional 
Federal  assistance  in  the  future;  (3)  projects  preserved  as  affordable  housing  will 
remain  in  HUD's  inventory  of  insured  properties,  requiring  continued  HUD  monitor- 
ing and  exposing  the  Government  to  future  costs  in  the  event  of  loan  default;  (4) 
the  level  of  protection  for  tenants  in  projects  whose  owners  prepay  is  less  than  it 
is  under  the  existing  program;  (5)  even  if  a  minimum  threshold  of  preservation  eq- 
uity is  established  for  participants,  owners  who  are  unlikely  to  prepay  may  continue 
to  receive  preservation  incentives;  (6)  because  the  appraisal  process  and  estimates 
of  repair  costs  are  subjective,  guarding  against  overestimated  preservation  values 
will  still  be  difficult;  (7)  changes  in  the  affordability  requirements  could  reduce  some 
of  the  public  policy  benefits  of  the  current  preservation  program;  (8)  elimination  of 
the  requirement  that  excess  Section  236  income  be  returned  to  HUD  could  lessen 
HUD's  ability  to  use  such  funds  to  assist  needier  projects;  and  (9)  depending  upon 
how  the  capital  grants/loans  proposal  is  handled,  there  could  be  a  variety  of  tax  im- 
plications for  owners,  and  if  applicable,  purchasers.  Furthermore,  as  discussed  in 
the  next  section,  there  are  concerns  as  to  whether  the  capital  grants  proposal  is  less 
costly  than  other  options  for  revising  the  preservation  program. 

Eliminate  Preservation  Incentives  and  Provide  Tenant-Based  Assistance 

Under  an  alternative  option  that  HUD  has  considered,  the  owners'  prepayment 
right  would  be  restored  but  preservation  incentives  would  be  eliminated.  Owners 
would  be  allowed  to  prepay  their  mortgages  afler  20  years,  or  they  could  continue 
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to  operate  under  the  terms  of  their  current  mortgage.  However,  they  would  not  re- 
ceive incentives  for  forgoing  their  right  to  prepay. 

If  the  owners  prepay,  certain  displaced  tenants  would  be  provided  with  housing 
assistance.  HUD  has  examined  various  options  for  providing  such  assistance.  For 
example,  in  addition  to  assisting  persons  already  receiving  Section  8  assistance,  op- 
tions include:  (1)  Providing  tenant-based  assistance  to  unassisted  very-low-income 
tenants,  (2)  providing  tenant-based  assistance  to  low-  and  very-low-income  tenants 
not  currently  receiving  assistance,  or  (3)  providing  tenant-based  assistance  to  very- 
low-income  tenants  and  covering  a  portion  of  low-income  tenants'  relocation  costs. 

HUD's  multifamily  officials  believe  that  a  "prepayment/tenant  protection"  ap- 
proach that  focuses  on  allowing  owners  to  prepay  while  protecting  tenants  is  con- 
sistent with  the  Department's  proposals  to  reinvent  itself  and  restructure  the  multi- 
family  portfolio.  These  proposals  include  moving  from  project-based  housing  assist- 
ance linked  to  properties  to  tenant-based  assistance,  which  the  tenants  take  with 
them  wherever  they  live.  Two  advantages  of  tenant-based  assistance  cited  by  HUD 
are  that  such  assistance:  (1)  Can  provide  tenants  with  greater  housing  choice, 
whereas  with  project-based  assistance  tenants  lose  their  assistance  if  they  move 
from  the  assisted  property,  and  (2)  breaks  the  interdependence  between  housing  as- 
sistance and  Federal  payments  for  defaults  on  FHA-insured  loans  which  HUD's 
management  believes  has  undermined  the  Department's  ability  to  efTectively  man- 
age the  multifamily  portfolio.  Allowing  owners  to  prepay  would  also  be  consistent 
with  the  view  that  rents  in  projects  are  better  set  by  the  marketplace  than  through 
HUD's  regulation.  In  this  regard,  HUD's  OIG  has  stated  that  returning  projects  eli- 
gible for  preservation  to  the  discipline  of  the  private  sector  will  result  in  projects 
that  are  better  maintained  and  less  costly  to  the  Federal  Government. 

In  addition,  this  option  could  help  the  Department  overcome  the  lack  of  capacity 
to  adequately  manage  the  multifamily  portfolio  that  it  has  been  trying  to  address 
for  a  number  of  years.^  To  the  extent  that  restoring  the  owners'  prepayment  right 
results  in  loans  leaving  FHA's  insured  loan  portfolio,  oversight  responsibilities  and 
potential  Federal  liability  for  defaults  of  those  loans  would  be  eliminated. 

A  primary  risk  of  or  uncertainty  about  the  prepayment'tenant  protection  option 
centers  on  its  impact  on  low-income  tenants.  For  example,  HUD's  OIG  has  reported 
that  tenants  believe  that  tenant-based  assistance  will  not  prevent  displacement  of 
all  the  afTected  families.  There  are  also  concerns  that  all  the  displaced  low-income 
residents  may  not  be  able  to  find  alternate  housing  using  tenant-based  assistance 
because:  (1)  In  some  tight  housing  markets,  an  adequate  supply  of  alternate  housing 
is  not  available  and  (2)  some  property  owners  may  not  accept  tenants  with  such  as- 
sistance. As  a  result,  some  displaced  tenants  may  have  to  move  out  of  some  commu- 
nities to  other  areas  to  seek  afibrdable  housing.  To  help  mitigate  such  concerns, 
HUD  is  examining  an  option  under  which  elderly,  disabled,  and  possibly  family  ten- 
ants living  in  properties  whose  owners  prepay,  would  be  eligible  to  receive  tenant- 
based  assistance  at  levels  exceeding  the  normal  maximum  limits  for  such  assistance 
if  the  new  rent  for  their  unit  exceeds  such  limits.  This  approach  is  aimed  at  allow- 
ing such  residents  to  continue  to  remain  in  their  units. 

There  are  also  concerns  that  eliminating  preservation  incentives  will  result  in  the 
permanent  loss  of  good-quality  housing  stock  for  low-  and  moderate-income  tenants. 
After  prepayment,  these  properties  may  be  converted  to  other  uses,  such  as  con- 
dominiums, or  upgraded  to  serve  middle-  and  upper-income  families.  However,  sev- 
eral housing  industry  officials  told  us  that,  if  projects  are  again  allowed  to  prepay 
their  mortgages,  owners'  access  to  conventional  refinancing  could  be  contingent  on 
a  number  of  factors  surrounding  the  project,  such  as  location  and  condition.  Such 
contingencies,  depending  on  the  degree  they  affect  the  projects'  value  and  the  associ- 
ated risk,  could  limit  the  number  of  projects  that  could  qualify  for  this  type  of  fi- 
nancing. 

Yet  another  issue  is  whether  this  option  is  more  or  less  costly  than  the  capital 
grants/loans  option.  A  recent  analysis  prepared  by  HUD  stafT  compared  the  costs  of 
the  capital  grants  proposal  to  the  costs  of  an  alternative  under  wnich  preservation 
incentives  would  no  longer  be  funded,  owners  would  be  allowed  to  prepay,  and  ten- 
ants would  be  protected  by  receiving  Section  8  assistance.  The  analysis  indicated 
that  the  prepayment/protection  option  would  be  cheaper  for  the  first  15  years  but 


*HUD  has  been  unable  to  provide  adequate  oversight  and  management  of  its  existing  multi- 
family  loan  inventory.  See  HUD  Management:  FHA's  Multifamily  Loan  Loss  Reserves  and  De- 
fault Prevention  Efforts  (GAO/RCED/AIMD-95-100,  June  5,  1995)  and  HUD  Management: 
Greater  Oversight  Needed  of  FHA's  Nursing  Home  Insurance  Program  (GAO/RCED-95-214,  Au- 
gust 25,  1995). 
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that  capital  grants  would  subsequently  be  less  costly. ^°  HUD  staff  also  noted,  how- 
ever, that  the  two  options  are  not  directly  comparable  in  that  the  level  of  assistance 
provided  to  tenants  differs  under  the  two  options — that  is,  considerably  more  ten- 
ants receive  Section  8  assistance  under  the  prepayment/protection  option  than 
under  the  capital  grants/loans  option.  Section  8  assistance  limits  tenants'  contribu- 
tion to  rent  to  30  percent  of  the  household's  income,  while  unassisted  tenants  may 
be  required  to  pay  more  than  30  percent  of  their  income  for  rent  under  the  capital 
grants/loans  proposal.  Industry  representatives  told  us  that  they  had  not  seen 
HUD's  analysis  but  believe  that  the  capital  grants/loans  option  would  be  less  costly 
than  the  prepayment/protection  option  after  a  much  shorter  period  of  time.  We  have 
not  performed  a  detailed  assessment  of  HUD's  analysis. 

A  More  Targeted  Preservation  Program 

HUD's  multifamily  housing  officials  told  us  that  another  option  that  HUD  is  cur- 
rently considering  is  establishing  a  more-targeted,  scaled-down  preservation  pro- 
gram. As  in  the  other  two  options,  the  owners'  unlimited  right  to  prepay  their  mort- 
gages would  be  restored.  While  some  incentives  would  be  authorized  for  owners  or 
purchasers  who  wished  to  extend  the  affordability  restrictions,  the  incentives  would 
be  reduced  and/or  more  targeted  than  under  the  current  program  or  the  capital 
grants/loans  proposal. 

While  the  specific  provisions  of  such  a  proposal  are  still  being  formulated,  HUD 
officials  said  that  the  following  approaches  are  being  considered:  (1)  Restoring  own- 
ers unrestricted  right  to  prepay  their  mortgages,  (2)  using  capital  grants  or  loans 
in  place  of  existing  preservation  incentives  but,  perhaps,  at  lower  levels  than  those 
in  the  existing  program  and  under  the  capital  grants/loans  proposal,  (3)  targeting 
the  program  to  emphasize  selling  the  properties  to  entities  controlled  by  tenants  ana 
to  public  agencies,  and  focusing  on  the  projects  whose  owners  are  highly  likely  to 
prepay  and  where  local  involvement  and  support  are  high,  and  (4)  limiting  the 
amount  of  repair  costs  that  HUD  is  responsible  for  covering. 

Under  this  option,  tenants  in  projects  whose  owners  prepay  would  receive  tenant- 
based  assistance.  The  approaches  for  providing  such  assistance  are  the  same  as 
those  described  for  the  second  option. 

Because  this  option  is  not  fully  formulated,  it  is  difficult  to  assess  its  benefits  and 
costs.  However,  HUD's  multifamily  officials  believe  that  a  highly  targeted  preserva- 
tion program  is  likely  to  be  less  costly  than  the  capital  grants/loans  option  and 
would  allow  HUD  to  promote  the  preservation  of  selected  properties  through  sales 
of  those  projects.  Potential  concerns  about  this  option  relate  to:  (1)  How  HUD  would 
target  projects  for  preservation,  and  (2)  whether  the  projects  could  be  preserved  at 
reduced  preservation  incentive  levels.  In  addition,  to  the  extent  that  the  proposal 
would  result  in  a  significant  number  of  prepayments,  many  of  the  same  concerns 
that  exist  regarding  the  prepayment/tenant  protection  option  would  apply. 

This  concludes  our  statement.  We  hope  that  the  information  we  have  provided 
will  assist  you  and  the  other  members  of  the  Subcommittee  in  your  deliberations. 


^^  HUD's  analysis  compares  the  costs  under  the  two  options  for  projects  in  its  preservation 
pipehne,  which  includes  about  150,000  units.  HUD  assumes  that  75  percent  of  the  owners  would 
prepay  if  preservation  funding  were  discontinued  and  20  percent  of  owners  would  prepay  if  cap- 
ital grants/loans  were  available.  HUD  assumed  that  for  projects  whose  owners  prepay,  Section 
8  assistance  woiild  be  provided  to  those  households  that  already  receive  Section  8  assistance 
as  well  as  to  very-low-income  and  low-income  households  that  are  not  currently  receiving  such 
assistance.  HUD  also  assumed  that  under  the  prepayment/protection  option,  about  20  percent 
of  households  would  be  provided  with  assistance  at  levels  that  exceed  the  normal  limits  for  such 
assistance. 
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Reforming  Preserva  tion 

Hearing  October  17, 1995 


Responses  to  Questions  from  Sena  tor  Alfonse  D  'Ama  to 

Peter  Richardson,  President 
Institute  for  Responsible  Housing  Preser  va  tion 

December  8, 1995 


1.       POTENTIAL  DISPLACEMENT  UNDER  PRESER  VA  TION 

Under  the  capital  grant/loan  proposal  owners  would  have  the  right  to  prepay  or  apply 
for  incentives  under  a  capital  grant  or  loan,  which  would  preserve  housing  affordability  for 
fifty  years, 

1. 1        What  level  of  affordability  are  we  preserving  and  who  are  we  preserving  this 
housing  for? 

Capital  grant/loan  will  preserve  affordability  without  further  property-based  assistance 
for  residents  who  are  working  families  (those  with  incomes  above  about  35%  of  area  median). 
Residents  whose  incomes  are  below  this  threshold  will  need  income  supplements  via  Section  8; 
however,  the  capital  grant/loan  will  substantially  reduce  the  cost  of  such  Section  8. 

A.         Affordability  for  working  families  (above  35%  of  median  income).  Any 
form  of  preservation  is  in  essence  a  Federal  eminent  domain  taking  of  the  owner's  conversion 
right.  Capital  grant/loan  is  the  simplest  and  cheapest  means  of  accomplishing  this;  a  single 
payment  buying  a  financial  right,  which  leaves  undisturbed  the  existing  rent  and  regulatory 
structure. 

Capital  grant/loan  recognizes  and  perpetuates  the  aflfordability  now  present  in  the 
property. 

Properties  in  the  preservation  pipeline  have  rents  that  range  between  about  60  %  and  85% 
of  FMR.  Statistics  compiled  by  Recapitalization  Advisors,  Inc.  (Recap),  consultant  to  the 
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Institute  for  Responsible  Housing  Preservation,  show  that  the  median  rent  for  LIHPRHA  pipeline 
propenies  is  about  71%  of  FMR'.  More  than  three-quarters  of  LIHPRHA  pipeline  properties 
have  rents  today  that  are  85%  of  FMR  or  less. 

Even  without  property-based  assistance,  these  regulated  rents  today  deliver  affordability 
to  a  broad  segment  of  the  population.  To  illustrate.  Exhibit  1  lists  median  income  and  Section  8 
Fair  Market  Rents  for  about  40  major  metropolitan  markets.  Using  these  figures,  the  exhibit  then 
calculates  the  minimum  income  (as  a  percentage  of  median)  suflBcient  to  allow  the  resident  to 
afford  the  rents  (assuming  30%  of  income  for  rent).  The  results  demonstrate  clearly  that 
conserving  budget-based  rents  below  FMR's  delivers  affordability  to  a  broad  segment  of  low  and 
very  low  income  residents: 

If  budget-based  rents  are  no  more  They  are  affordable  to  residents  who  earn 

than  this  percentage  of  FMR  at  little  as  this  level  of  income  or  more 

60%  of  FMR  IT/o  of  median  income 

70%  of  FMR  3  8%  of  median  income 

85%  of  FMR  46%  of  median  income 

(In  other  words,  preserving  a  property  with  rents  at  70%  of  FMR  means  that  anyone  who 
makes  as  little  as  38%  of  median  income  can  afford  to  live  there  even  without  Section  8  subsidy.) 

Even  in  the  most  expensive  market  (Miami,  FL),  rents  at  60%  of  FMR  are  affordable  by 
families  at  48%  of  median  income  or  above.  In  the  cheapest  markets  (Columbus,  OH,  and  Kansas 
City,  KS),  rents  at  60%  of  FMR  are  affordable  by  families  at  26%  of  median  income  or  above. 

Preserving  the  current  below-market  rent  structure  delivers  affordability  to  residents 
across  a  broad  band  of  income  eligibility,  fi-om  35%  to  80%  of  median  income.   Working  families 
can  afford  these  rents. 

B.  Cost  abatement  for  Section  8-assisted  non-working  families  (below  35%  of 

median  income).  No  delivery  system,  even  one  which  builds  housing  with  grants  (Section 
202/8 1 1 ),  creates  apartments  affordable  for  all  families;  below  some  threshold  (generally  about 
25-30%  of  median  income),  the  resident's  contribution  is  less  than  the  property's  basic  operating 
costs.  For  such  families,  an  income  support  (such  as  Seaion  8)  is  necessary. 

Capital  grant/loan  preserves  a  set  of  well-located,  well-built  properties  with  rents  that  will 
be  perpetually  below  market.  It  also  enables  Congress  to  design  truly  mixed-income  housing. 
Reserving  some  apartments  for  non-working  families  supplemented  by  Section  8  becomes  not 
only  feasible  but  inexpensive. 


'Compiled  by  Recap  directly  from  the  HUD  value  determination  notice  (Form  9607),  from  721  properties  totaling 
73,800  apartments.  Although  current  budget-based  rents  are  not  reponed  on  the  form,  they  can  be  calcxilated  from 
informauon  that  is  reported  on  the  form. 
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C  Occupancy  protection  for  Section  S-assisted  non-working  families.  Even 

if  vouchers  provide  applicants  with  apanments  today,  as  markets  tighten,  these  same  applicants 
could  be  displaced,  either  legally  or  economically  (as  rents  rise  beyond  the  voucher  payment 
standard). 

Long-term  occupancy  protection  is  crucial.  Real  estate  markets  are  cyclical:  periods  of 
low  occupancy  mean  no  new  construction  and  in  turn  lead  to  high  occupancy.  In  tightening 
markets,  voucher  holders  will  be  squeezed  out  -  unless  there  are  properties  which  are 
contractually  obligated  to  provide  ongoing  aflfordability. 

Properties  preserved  under  capital  grant/loan  have  their  rents  fixed  at  levels  well  below 
market,  both  now  and  in  the  future.  They  will  ahvays  be  a  haven  of  afFordability  for  Seaion  8- 
assisted  applicants.  Portable  Section  8  vouchers  cannot  offer  this  protection. 

In  conclusion,  capital  grant/loan  is  the  most  cost-effective  means  of  delivering  long-term 
affordability  for  low  and  very  low  income  families,  because: 

•  //  buys  rents  down  to  levels  that  any  working  family  can  afford 

•  //  keeps  the  Section  8  costs  needed  to  support  non-working  families  as  low  as  possible. 

•  Unlike  Section  8  vouchers,  it  provides  ongoing  occupancy  protection  even  when  markets 
tighten. 

1.2        What  protections  should  be  provided  to  currently  unassisted  low-income  renters 
under  either  scenario  to  minimize  ^placement  and  hardship? 

'Sticky  skinny'  vouchers,  as  created  in  the  FY  95  VA/HUD  Appropriations  legislation, 
protect  existing  residents  from  displacement. 

The  typical  voucher  has  two  flaws  from  the  perspective  of  prepayment  properties: 

•  Rents  are  capped  at  the  payment  standard  (generally  the  FMR),  which  will  often  be  below 
the  prepaying  property's  conventional  rents.  As  a  consequence,  residents  in  the  better 
properties  will  be  displaced. 

•  The  resident's  share  of  rent  is  set  at  30%  of  income,  which  means  that  some  residents 
(those  now  paying  more  than  30%  of  their  income  for  rent)  receive  a  windfall. 

As  discussed  in  Response  1 .3  below,  Section  8  vouchers  do  not  assure  voucher  holders 
that  they  will  find  apanments.  Thus,  prepayment-protection  vouchers  should  allow  the  current 
residents  to  remain  in  place  at  the  same  rent  currently  being  paid.  This  result  would  require  two 
changes  to  the  typical  voucher: 

•  'Sticky'.  The  payment  standard  should  be  allowed  to  rise  to  the  prepaying  property's 
conventional  rent,  and  the  owner  should  be  required  to  continue  a  voucher  holder's 
tenancy  so  long  as  the  rent  is  being  paid. 
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•  'Skinny'.  The  resident's  share  of  rent  should  not  decrease  from  its  current  amount. 

Both  of  these  refinements  were  incorporated  in  the  voucher  appropriation  captured  within 
the  FY  96  VA/HUD  Appropriations  legislation.  They  should  be  made  permanent  by  being 
authorized  into  the  preservation  act. 

To  give  the  recipients  of  these  new  'sticky*  vouchers  genuine  protection  against 
displacement,  they  should  be  assured  by  the  Federal  government  that  their  Sertion  8  assistance 
will  endure  for  many  years. 

As  shown  in  Exhibit  1,  the  discounted  present  cost  of  a  'sticky  skinny  voucher  is  high: 
$16,200  per  apartment  over  the  first  five  years,  $29,300  per  apartment  over  the  first  ten  years, 
and  $55,300  per  apartment  if  the  voucher  lasts  for  twenty-five  years.  As  discussed  in  Response 
2.2  below,  this  cost  is  considerably  more  than  the  cost  of  preserving  under  capital  grant/loan,  and 
therefore: 

•  Congress  should  preserve  all  properties  reasonably  likely  to  prepay. 

•  Congress  should  set  a  low  minimum  equity  threshold  for  participation  in  capital  grant/loan. 

1.3       In  cases  where  owners  elect  to  prepay,  is  there  a  possibility  that  some  of  these 
properties  are  in  markets  where  vouchers  may  not  work? 

Yes,  many  residents  displaced  by  prepayment  who  receive  vouchers  will  struggle  to  find 
adequate  alternative  housing. 

A.         Vouchers  frequently  do  not  "work'.  Vouchers  play  an  important 
role  in  providing  housing  at  the  margin,  but  often  fail  when  they  are  overused.  Also, 
where  they  are  used  to  the  exclusion  of  property-based  assistance,  they  often  fail  or  have 
unintended  and  undesirable  side-effects. 

According  to  HUD's  own  statistics,  at  any  given  time,  only  about  81%  of  the  vouchers  in 
circulation  are  actually  in  use.  Thus,  19%  of  voucher  holders  are  at  any  moment  unable  to  find 
qualifying  housing,  a  failure  rate  of  one  in  five. 

Such  a  high  failure  rate  must  also  call  into  question  the  quality  of  the  housing  being 
obtained  by  the  applicants  who  secure  apartments.  For  example,  41%  of  voucher  holders 
say  they  live  in  problem  neighborhoods^.  DifBculty  securing  suitable  apartments  also 
tends  to  force  voucher  holders  to  concentrate  in  the  lower-income  neighborhoods,  which 


^Cited  by  Howard  Husock,  John  F.  Kennedy  School  of  Government,  in  "Up  From  Public  Housing",  in  The 
Progressive  Alternative,  ]aa\s2iyl  February,  1995,  page  46. 
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can  start  a  downward  spiral  in  those  communities^.  Concentration  of  demand  in  only  a 
few  areas  also  invites  exploitation  and  disinvestment*. 

B.  Vouchers  are  a  flawed  rent-buying  mechanism.  The  high  failure  rate  for 
vouchers  becomes  less  surprising  when  a  voucher  is  considered  from  the  perspective  of  an  owner. 
To  an  owner,  vouchers  are  a  poor  substitute  for  cash,  because: 

1.  'Take  one,  take  all'.  Owners  who  accept  one  voucher  holder  may  not  limit  the  number 
they  take. 

2.  Endless  lease.  An  owner  who  rents  to  a  voucher  holder  must  renew  the  lease  upon 
expiration. 

3.  Rent  does  not  start  immediately.  The  owner  may  not  receive  rent  until  after  an  HQS 
inspection. 

4.  Non-standard  lease.  The  owner  must  use  the  HUD/PHA  lease  rather  than  the  standard 
lease  used  in  the  conventional  marketplace. 

5.  Lack  of  resident  accountability.  Many  voucher  holders  pay  little  or  no  security  deposit. 
If  the  apartment  is  damaged,  the  owner  must  recover  through  HUD  ...  and  that  is  difficult. 

In  the  FY  96  VA/HUD  Appropriations  legislation.  Congress  addressed  the  first  two  of 
these  concerns;  this  should  increase  their  success  rate,  but  the  defects  remain.  Even  in  equilibrium 
markets,  voucher  holders  will  face  an  uphill  struggle.  Recent  experience  in  several  communities 
has  shown  that  voucher  holders  are  the  marketplace's  marginal  tenants,  the  last  to  find  housing, 
and  the  first  to  be  displaced'. 

C.  Because  free-floating  vouchers  do  not  guarantee  that  recipients  will  find 
apartments,  vouchers  used  in  prepayment  properties  must  have  anti-displacement  features. 
Experience  shows  that  flooding  a  market  with  new  voucher  holding  renters  who  do  not  have 
apartments  disrupts  neighborhood,  leads  to  resident  exploitation,  and  produces  many  families  who 
cannot  find  housing. 

In  light  of  this  experience,  once  Congress  has  restored  the  right  to  prepay,  it  can  best 
protect  the  residents  by  giving  them  vouchers  which  will  enable  them  to  remain  in  their  current 


'For  example  in  Wilkes-Barre,  Pennsylvania,  an  influx  of  voucher  holders  led  to  so  much  urban  disruption  that  the 
mayor  has  been  trying  to  cap  the  number  of  vouchers  allowed  in  the  country,  as  cited  in  "So  Long,  Projects?",  by 
Jim  McTague,  Barron's,  February  6,  1995,  pages  17  and  18. 

"•Disinvestment  has  occurred  in  such  disparate  locations  as  Rrverdale,  a  village  south  of  Chicago  (as  cited  by  Jim 
McTague,  in  "So  Long,  Projects?",  Barron's,  February  6,  1995,  pages  17  and  18),  and  Dorchester,  a  working<lass 
neighborhood  in  Boston  (as  chronicled  in  "A  Street  of  Strangers",  a  case  study  submitted  to  Mayor  Raymond  L. 
Flyim,  City  of  Boston  Public  Facilities  Department,  August,  1992). 

'DifBculty  absorbing  new  vouchers  in  circulation  has  been  widely  documented;  for  e.xample,  in  Raleigh,  North 
Carolina,  nearly  30%  of  families  who  received  certificates  were  unable  to  find  apartments  during  the  four  months 
allowed  by  HUD  (cited  in  "Housing  Voucher  Use  Limited",  by  John  Wagner,  The  Mews  &  Observer,  Friday,  Apnl 
28,  1995).  After  the  Los  Angeles  earthquake,  HUD  provided  about  15,000  new  Section  8  vouchers  to  the 
metropolitan  area,  and  waived  many  of  the  bamers  to  usage  (several  of  which  are  repealed  or  suspended  in  the  FY 
96  VA/HUD  Appropriations  legislation);  despite  this,  voucher  absorption  was  slow. 
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apartments.  To  do  this  requires  that  the  voucher  should  have  enough  rent-buying  power  to 
persuade  the  owner  to  accept  the  resident  (the  'sticky*  feature  discussed  above)  and  that  the 
voucher  should  otherwise  be  user-friendly  to  the  owner. 

Congress  should  therefore  make  permanent  the  improvements  in  vouchers  captured  within 
the  FY  96  VA/HUD  Appropriations  legislation. 

1. 4       Is  there  a  potential  that  scarce  affordable  housing  resources  in  tight  markets, 
such  as  New  York  City,  San  Francisco,  or  Salt  Lake  City,  may  be  lost  in  those  properties 
whose  owners  elect  to  prepay  their  mortgages? 

Affordable  housing  resources  will  be  lost  in  gU  markets  experiencing  prepayment.  In 
many  of  these  markets,  affordable  housing  is  in  short  supply. 

Any  prepayments  will  shrink  the  permanent  supply  of  affordable  housing.  In  the  short  run, 
providing  new  Section  8  vouchers  to  the  residents  will  temporarily  mitigate  the  loss  by  allowing 
those  residents  to  seek  market-rate  apartments.  However,  if  the  voucher  supply  later  shrinks, 
then  affordability  will  have  been  permanently  lost. 

From  a  policy  perspective,  the  question  is  not  whether  affordable  housing  will  be  lost  —  it 
will  be.  Rather,  the  question  is  whether  displaced  residents  will  be  able  to  find  adequate 
replacement  housing,  both  now  and  in  the  fijture.  Replacement  housing  will  be  unavailable  in 
tight  markets,  markets  undergoing  gentrification,  and  condo  conversion  markets.  In  these 
communities,  residents  will  suffer  displacement  and  will  be  forced  to  live  in  housing  that  is  inferior 
to  their  current  apartments. 

Moreover,  even  when  markets  have  adequate  supply  today,  real  estate  markets  are 
cyclical.  Some  properties  with  little  value  today  will  benefit  from  improved  conditions  in  the 
future.  If  prices  and  rents  rise,  voucher  holders  will  usually  be  squeezed  out  of  good 
neighborhoods  and  into  poorer  ones. 

Preserving  good  properties  with  low  current  values  is  a  cost-effective  diversification 
strategy,  especially  in  states  (such  as  California,  Texas,  and  Florida)  which  are  certain  to 
experience  continuous  growth  and  immigration. 

The  Federal  government  should  take  the  long  view  and  preserve  all  good  properties  with 
conversion  value,  at  least  up  to  a  sensible  Federal  Cost  Limit. 


Responses  to  Questions  from  Senator  D'Amato  Page  6 


95 


2.       PRESER  VING  NEEDED  HOUSING 

Due  to  the  Federal  budget  constraints,  it  is  critical  that  we  target  funds  as  effectively 
and  efficiently  as  possible.   Under  the  proposals  presented  by  the  Administration  and  the 
housing  industry,  preservation  eligibility  would  be  based  on  factors  such  as  the  amount  of 
equity  in  the  property  or  the  date  when  the  property  was  eligible  to  apply  for  incentives 

2. 1  Should  Congress  also  consider  as  a  criterion  whether  the  housing  is  needed  in 
the  particular  market  it  is  located?  In  other  words,  should  we  focus  on  preserving  housing 
thai  is  located  in  areas  where  affordable  housing  is  scarce? 

The  appraisal  process  selects  only  the  properties  worth  preserving.  No  further  testing 
(beyond  the  appraisal)  is  necessary  or  desirable. 

To  be  eligible  for  incentives,  every  LIHPRHA  property  is  appraised  by  two  independent 
appraisers,  one  hired  by  the  owner,  one  by  HUD;  these  appraisals  are  then  reconciled.  This 
process  has  proven  eflFeaive  at  culling  propenies  without  genuine  value. 

Appraisals  inherently  measure  supply  and  demand  of  housing,  and  therefore  the  need  for 
affordable  housing.  If  a  property  can  sustain  economic  rents  greater  than  its  current  ones,  the 
property  is  providing  affordable  housing  not  easily  replaceable  elsewhere.  Further,  the  property's 
rents  must  be  significantly  higher  than  current  ones  to  overcome  the  increased  debt  service  costs 
of  replacing  the  favorable  HUD  mongage  with  a  conventional  loan:  the  typical  property  must 
raise  rents  at  least  1 4%  just  to  cover  debt  service  on  the  minimum  loan  necessary  to  achieve 
prepayment.  Higher  rents  will  also  be  needed  to  repay  the  costs  of  upgrading  the  property  so  that 
it  has  market  amenities. 

In  short,  establishing  even  a  modest  amount  of  Preservation  Equity  in  a  property 
demonstrates  that  it  could  raise  rents  significantly,  and  hence  is  now  providing  affordable  housing. 
Setting  a  minimum  equity  threshold  (as  was  included  in  the  FY  96  VA/HUD  Appropriations 
legislation)  assures  that  incentives  are  provided  only  when  the  inherent  affordability  in  the  subject 
property  is  significant. 

In  a  reformed  preservation  system,  all  owners  will  have  the  right  to  prepay  and  will  be 
eligible  for  incentives  only  if  they  demonstrate  a  minimum  equity.  This  combination  assures  that 
incentives  will  be  provided  only  where  the  property  is  a  valuable  resource  in  its  community. 

2. 2  How  effectively  does  the  current  capital  grant/loan  proposal  target  preservation 
resources  to  those  properties  where  affordable  housing  is  most  needed? 

Quite  effectively,  more  so  than  current  LIHPRHA. 

Resource  targeting  is  not  a  funaion  of  the  funding  mechanism  (Seaion  8/  241(f)  versus 
capital  grant/loan);  rather,  it  is  a  function  of  the  program's  eligibility  criteria.  To  manage  Federal 
resources,  the  preservation  program  should  have  both  a  minimum  and  a  maximum  Preservation 
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Equity  which  it  will  fund.  Properties  with  Preservation  Equity  above  the  maximum  are  too 
expensive  to  preserve;  those  with  Preservation  Equity  below  the  minimum  can  be  preserved  more 
cheaply  (on  3.  portfolio  basis)  by  allowing  prepayment  and  protecting  the  residents  with  Seaion  8 
vouchers. 

A.         Minimum  equity  threshold.  Under  current  LIHPRHA,  all  properties  with 
positive  Preservation  Equity  are  eligible  for  incentives.  In  the  capital  grant/loan  proposal  as 
currently  contemplated,  properties  would  be  eligible  only  if  they  had  a  minimum  Preservation 
Equity  equal  to  the  least  of: 

•  $5,000  per  apartment 
.     $500,000  per  property 

•  Preservation  Equity  equal  to  8  times'  applicable  Section  8  Fair  Market  Rents 

All  properties  with  substantial  Preservation  Equity  will  prepay  if  given  no  alternative,  and 
the  cost  of 'sticky  skinny'  vouchers  ($16,000  per  apartment  over  five  years,  nearly  530,000  per 
apartment  over  ten  years)  is  much  higher  than  the  cost  to  preserve  that  same  property.  Some 
properties  with  minimal  Preservation  Equity  will  also  prepay  ...  but  some  will  not.  Assuming  that 
Congress  intends  to  protect  all  residents  with  vouchers,  this  leads  to  a  decision-making 
conundrum: 

•  Each  low- value  property  that  would  not  prepay  costs  nothing  in  new  vouchers. 

•  Each  low-value  property  that  actually  prepays  will  cost  the  Federal  government 
substantially  more  (in  Section  8  voucher  subsidy)  than  the  cost  to  preserve  it  under  capital 
grant/loan. 

Establishing  a  minimum  equity  threshold  is,  therefore,  an  exercise  in  triage  driven  by 
limited  funds.  If  the  threshold  is  set  too  high,  many  owners  will  prepay,  and  the  aggregate  cost  of 
the  new  vouchers  will  be  much  more  than  it  would  have  cost  to  preserve  all  the  properties  below 
the  threshold  (even  those  that  would  not  prepay)*.  Moreover,  the  incremental  cost  to  preserve 
low-value  properties  using  capital  grant/  loan  is  likewise  low,  and  a  strong  public-policy  argument 
can  be  made  for  preserving  these  properties  cheaply  as  insurance  against  the  possibility  that  their 
markets  will  tighten  in  the  future. 

The  minimum  equity  threshold  established  in  the  FY  96  VA/HUD  Appropriations 
legislation  is  reasonably  set.  At  higher  minimum  levels,  prepayment  would  be  fi'equent  and  the 


*Below  some  threshold,  the  net  cost  of  providing  vouchers  to  all  residents  affeaed  by  prepayment  is  less,  on  a 
portfoho  basis,  than  the  cost  of  preserving  all  the  properties.  The  threshold  should  be  set  at  that  level  whose 
expected  total  voucher  cost  (for  the  fraction  of  properaes  that  prepay)  roughly  equals  the  expected  total  cost  of 
preserving  all  properties  below  that  threshold.  As  shown  in  Exhibit  2,  a  Section  8  'sticky  skinny'  voucher  with  an 
assumed  10-year  life  has  a  discounted  present  cost  to  the  Federal  government  of  just  under  $30,000  per  apartment. 
If  a  particular  portfolio  of  properties  costs  an  average  of  $5,000  per  apartment  to  preserve,  the  Federal  government 
will  do  bener  to  pay  compensation  to  eliminate  the  conversion  nsk  if  the  chances  of  each  owner  prepaying  are 
greater  than  17%,  because  the  cost  of  vouchering  17%  of  the  apartments  (at  $30,000  apiece)  equals  the  cost  of 
preserving  100%  of  them  at  $5,000  apiece  (17%  .x  $30,000  =  100%  x  $5,000). 
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aggregate  voucher  cost  would  significantly  exceed  the  costs  of  preserving  under  capital 
grant/loan. 

B.         Maximum  equity:  Federal  Cost  Limit.  At  the  other  end  of  the  spectrum 
are  properties  so  valuable  that  the  cost  to  prevent  them  fi'om  prepaying  is  greater  than  the  cost  of 
protecting  all  the  residents.  LIHPRHA  captures  this  concept  in  the  Federal  Cost  Limit,  which 
under  current  law  is  set  at  a  Preservation  Rent  of  120%  of  the  greater  of  FMR's  or  the  prevailing 
local  market  rent  (PMR's)  as  determined  by  HUD. 

A  Federal  Cost  Limit  applicable  to  capital  grant/loan  should  be  expressed  as  a  total  doUar 
value  for  the  grant  or  loan.  It  should  be  set  at  a  level  roughly  equal  to  the  discounted  present  cost 
of  providing  Section  8  'sticky'  vouchers  to  all  the  residents. 

As  shown  in  Exhibit  2,  a  25-year  Section  8  'sticky  skinny'  voucher  has  a  discounted 
present  value  of  $55,000  per  apartment,  or  about  8  years'  worth  of  Section  8  FMR's.  Capping  the 
Federal  Cost  Limit  at  six  years'  FMR  assures  that  properties  will  be  preserved  only  if  they  are 
cheaper  than  using  Section  8  vouchers. 


3.       INCENTIVES  TO  SER  VE  LOW-INCOME  FAMILIES 

The  capital  grant/loan  proposal  eliminates  the  provision  that  requires  owners  to  return 
excess  Section  236  income  to  HUD.  Instead,  excess  income  would  be  retained  by  property 
owners. 

3. 1        What  is  the  rationale  for  this  provision,  especially  if  properties  should  be  in 
sound  financial  and  physical  condition  after  the  capital  grant  or  loan  is  provided? 

Retaining  excess  Section  236  income  in  the  property  assures  that  residents  who  can  pay 
more  do  pay  more,  and  helps  abate  the  need  for  future  rent  increases. 

Excess  236  income  arises  when  a  resident's  affordable  rent  (30%  of  income)  is  greater 
than  the  budget-based  Section  236  Tsasic  rent'.  Under  current  law,  excess  Seaion  236  income  is 
applied  first  to  cover  vacancy  and  bad  debt  losses,  with  any  balance  rebated  to  HUD.  Because  the 
owner's  cash  return  is  fixed  by  the  regulatory  agreement,  the  owner  cannot  retain  the  excess 
Section  236  income  —  instead,  the  money  will  be  reinvested  in  the  property. 

Historically,  HUD  has  used  excess  Section  236  income  to  fiind  the  Flexible  Subsidy 
program.  With  its  demise,  there  is  no  identified  need  for  excess  Section  236  income  to  be  rebated 
in  this  way.  By  contrast,  retaining  excess  Section  236  in  the  property  protects  and  helps  the 
residents  because  it: 

•     Abates  fijture  rents; 
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•  Provides  additional  working  capital  to  fund  fUture  improvements  (if  needed)  or  to 
replenish  the  replacement  reserve;  and 

•  Helps  contain  rents  for  low  income  residents  and  furthers  the  goal  of  mixed-income 
housing. 

Rebating  excess  Section  236  income  to  HUD  is  an  anachronistic  holdover  from  the 
program's  original  design.  Keeping  it  in  post-preservation  properties  makes  them  safer,  helps  the 
residents,  and  is  administratively  simpler  for  all  parties  (including  HUD). 

3.2        Won 't  this  provision  encourage  owners  to  lease  apartments  to  residents  at  or 
near  80  percent  of  median  income  instead  of  helping  poorer  families? 

No.  because  the  owner's  yield  is  capped;  however,  retaining  excess  Section  236  income 
farthers  the  goal  of  genuine  mixed-income  housing  without  property-based  Section  8  subsidy. 

Owners  of  properties  preserved  under  capital  grant/loan  will  have  incentives  to  rent  to 
more  mixed-income  tenancies.  These  incentives  will  exist  not  because  owners  will  make  more 
money,  but  rather  because  the  property  will  be  healthier,  both  economically  and  socially. 
Retaining  excess  Section  236  income  would  assure  that  current  rents  will  be  held  down  to  the 
maximum  extent  possible,  facilitating  mixed-income  housing  and  lowering  HUD's  ongoing 
financial  exposure  and  potential  Section  8  Loan  Management  Set  Aside  (LMSA)  payments. 


4.       OWNER  COMPLIANCE  AFTER  CAPITAL  GRANT/LOAN 

One  of  the  main  concerns  expressed  about  capital  grant/loans  is  that  since  owners 
receive  most  of  their  equity  upfront,  there  may  be  no  way  of  assuring  housing  quality  and  the 
property  may  require  additional  Federal  assistance  in  later  years. 

4.1  In  the  case  of  capital  loans  (that  is,  extensions  of  affordability  with  the  current 
owner),  what  kind  of  leverage  does  HUD  have  in  ensuring  that  housing  quality  is  maintained 
after  the  five-year  payout  term  of  the  capital  loan  expires? 

HUD  has  sufficient  leverage  over  extending  owners  because  it  will  hold  an  enforceable 
mortgage  note  and  a  regulatory  agreement,  so  mortgage  defaults  or  enforcement  actions  will 
cost  owners  money. 

Owners  whose  mortgages  go  into  default  risk  foreclosure;  owners  or  managers  or  fail  to 
meet  Housing  Quality  Standards  (HQS)  risk  removal,  sanction,  or  non-monetary  defaults. 
Defaults  or  sanctions  will  result  in: 

•    Federal  tax  consequences  to  the  limited  partners.  Foreclosure  would  trigger  a  substantial 
capital  gain  to  the  limited  partners. 
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•  Loss  of  property  management.  The  owner  could  lose  the  management  contract  through 
foreclosure  or  HUD  enforcement  actions. 

•  Loss  of  ongoing  benefits.  Recapitalized  properties  will  continue  to  generate  modest  cash 
flow,  which  would  be  lost  on  default. 

•  Ordinary  HUD  sanctions  and  civil  money  penalties.  HUD  has  at  its  disposal  a  broad 
range  of  enforcement  remedies,  including  civil  money  penalties. 

Nothing  in  the  record  suggests  that  HUD  will  lack  for  enforcement  leverage  against 
extending  owners. 

4.2        Would  you  suggest  modifying  this  proposal  to  address  these  concerns?  If  so, 
how? 

In  both  for-proft  and  non-profit  ownership  situations,  HUD  should  have  strong  authority 
to  remove  managers  who  are  not  performing. 

After  a  property  is  preserved,  its  most  crucial  service  is  property  management.  Providing 
that  service,  particularly  after  a  preservation  recapitalization'',  is  a  privilege,  not  a  right.  Thus,  as 
a  condition  of  receiving  capital  grant/loan  funding,  owners  (or  buyers)  should  be  required  to  agree 
that  HUD  has  the  right  to  compel  a  change  in  management  any  time  the  propertj''s  physical 
condition  becomes  unacceptable,  or  if  its  mortgage  goes  into  default. 


5.       SECTION  8  AND  SECTION  236  SUBSIDIES 
AND  THEIR  IMPACT  ON  RENTS 

Most  preservation-eligible  properties  currently  receive  Section  8  Loan  Management  Set 
Aside  (LMSA)  and  Section  236  mortgage  interest  reduction  payments  (IRP)-  Based  on  a 
HUD  Inspector  General  audit  of  properties  thai  had  submitted  or  approved  Plans  of  Action, 
most  properties  already  have  either  substantially  all  Section  8  (90-100%)  or  essentially  no 
Section  8  (0-10%).    Under  LIHPRHA  and  the  capital  grant/loan,  additional  subsidies  in  either 
the  form  of  a  Section  8  or  a  capital  grant  or  loan  are  provided  to  maintain  the  housing  as 
affordable. 

5.1       In  cases  where  properties  are  already  fully  subsidized  with  Section  8  and  receive 
Section  236  IRP  subsidies,  what  benefit  are  they  receiving  through  a  capital  grant  or  loan? 

Section  8  and  Section  236  subsidies  benefit  residents  more  than  they  benefit  properties. 
Capital  grant/loan  preserves  affordability  and  keeps  rents  low.  Residents  benefit  because: 


^HUD  probably  has  no  ability  to  retrofit  such  conditions  into  existing  contracts,  which  were  signed  twenty  or  more 
years  ago,  but  may  make  new  obligations  or  agreements  a  condition  of  receiving  capital  grant/loan  assistance  so 
long  as  preservation  remains  a  volimtary  program.  If  it  becomes  mandatory,  and  eminent-domain  taking  laws 
apply,  HUD  will  be  unable  to  demand  new  concessions. 
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•  Rent  buydown.  Section  236  Interest  Reduction  Payments  (IRP)  buy  down  rents  and  make 
properties  affordable  for  residents  between  35%  and  80%  of  area  median  income. 

•  Affordability  and  occupancy  protection.  Section  8  Loan  Management  Set  Aside  (LMSA) 
creates  affordability  for  residents  below  35%  of  area  median  income. 

Capital  grants  preserve  this  affordability  by  buying  out  the  owner's  conversion  right.  It  is 
not  a  benefit  to  the  owner,  who  could  make  the  same  money  by  prepaying;  rather,  it  is  a  benefit 
to  the  residents  (whose  apartments  are  protected)  and  to  HUD  (which  obtain  affordability  much 
less  expensively  than  providing  Section  8  vouchers). 

5.2  If  one  assumes  that  Section  8  LAISA  is  not  renewed,  what  potential  impact  will 
this  have  on  properties  that  participate  in  the  capital  grant/loan  program,  especially  those  that 
are  almost  fully  subsidized? 

Failure  to  renew  Section  8  LMSA  will  not  stop  prepayments  in  properties  not  yet 
preserved  Once  a  property  is  preserved  under  capital  grant/loan,  failure  to  renew  Section  8 
LMSA  will  not  imperil  the  property  but  will  narrow  the  income  band  of  program  beneficiaries  to 
25%  to  80%  of  area  median  income. 

Loss  of  Section  8  LMSA  will  not  impair  the  ability  of  preservation-viable  properties  to 
convert.  Indeed,  the  LIHPRHA  appraisals  are  predicated  on  assumed  termination  of  all  property- 
based  assistance,  including  both  Section  8  LMSA  and  the  favorable  mongage,  so  this  risk  has 
already  been  factored  into  the  valuation. 

Even  after  recapitalization,  these  properties  will  be  economically  viable  even  if  the  Section 
8  LMSA  is  withdrawn,  because  their  rents  are  low  now  and  will  stay  that  way  after  capital 
grant/loan. 

The  fiiture  income  mix  of  post-preservation  properties  depends  on  two  variables: 

•  Whether  Section  8  LMSA  is  continued,  and  if  so  at  what  levels. 

•  Whether  Section  8  will  continue  to  have  Federal  preferences. 

Two  different  outcomes  are  possible; 

•  ff  Section  8  LMSA  is  withdrawn  fi-om  these  properties,  resident  income  populations  will 
gradually  shift  upward;  eventually,  only  working  families  will  live  in  the  property. 

•  If  Section  8  LMSA  is  maintained  and  the  Federal  preferences  are  suspended  or  eliminated, 
the  resident  population  will  be  income-distributed  in  roughly  the  proportions  of  Section  8 
versus  non-Section  8  apartments. 
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5.3        Is  it  accurate  to  say  thai  without  Section  8  Loan  Management  Set  Aside,  the 
preservation  of  properties  with  capital  grants/loans  by  itself  does  not  preserve  affordable 
housing  for  low  or  very  low  income  families?  And  if  this  is  the  case,  what  are  we  buying  with 
capital  grants/loans? 

No.  qffbrdability  for  working  families  (between  35%  and  80%  of  median  income)  will  be 
delivered  even  if  Section  8  LMSA  is  withdrawn. 

As  discussed  above,  capital  grant/loan  preserves  afFordability  for  all  low  income  and  very 
low  income  working  families.  It  also  provides  a  rent  buydown  and  guaranteed  continued 
occupancy  for  very  low  income  non-working  families  assisted  by  Section  8. 

Only  about  40%  of  the  LEHPRHA  pipeline  apartments  have  Section  8  LMSA,  a 
substantially  lower  fraction  than  in  the  older  assisted  inventory  as  a  whole,  which  is  65%  Section 
8  LMSA.  Thus  about  60%  of  the  affordability  being  delivered  today  does  so  without  benefit  of 
Section  8  LMS.\. 

Most  of  these  properties  were  originally  developed  to  deliver  affordability  through  rent 
buydown^;  as  a  result,  before  Section  8,  only  residents  above  a  certain  income  level  could  afford 
to  pay  the  budget-based  rent.  Section  8  LMSA  was  added  in  the  mid-1970's  principally  to 
stabilize  properties  hit  with  massive  increases  in  utility  costs  (resulting  from  the  1974  Arab  Oil 
Embargo)  and  to  permit  income  diversification. 

While  some  properties  have  used  Section  8  LMSA  as  a  workout  device,  those  properties 
have  no  Preservation  Equity.  Properties  in  the  LIHPRHA  pipeline  which  have  Section  8  LMSA 
are  using  it  not  to  support  their  operations  (the  appraisals  have  shown  that  they  can  prepay)  but 
rather  as  a  carryover  of  previous  resident  assistance.  Keeping  Section  8  LMSA  on  these 
properties  will  provide  housing  for  the  poorest  very  low  income  residents;  withdrawing  it  will 
change  the  income  mix  but  not  compromise  affordability. 


'Both  Section  22  l(cl)(3)  BMIR  and  Section  236  properties  used  rent  buydown  as  their  sole  element  of  affordability; 
neither  depended  on  initiaJ  rent  support.  The  Section  221(d)(3)  Market  Rate  program  recognized  that  income 
support  was  required,  and  so  attached  a  Section  101  Rent  Supplement  contract  to  every  apartment.  By  1979-81  the 
total  contraa  authonty  allocated  to  these  rent  supplement  contracts  was  rumung  out,  and  the  Congress  had 
discovered  that  rent  supplement's  income  and  rent  limitations  were  too  narrow,  so  it  was  phased  out  and  replaced 
with  Section  8. 
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6.       LIHPRHA  APPRAISAL  AND  REPAIR  COST  PROCESS 

The  HUD  Inspector  General  found  that  one  problem  with  LIHPRHA  is  the  subjective 
nature  of  the  appraisal  process  and  repair  cost  estimates,  which  have  resulted  in 
overestimating  preservation  values. 

6. 1        Does  the  capital  grant/loan  proposal  address  this  concern  ? 

No.  Disagreement  about  appraised  values  is  inherent  in  any  eminent-domain  taking; 
moreover,  there  is  no  statistical  evidence  suggesting  programmatic  overvaluation  of 
preservation  properties. 

Although  any  given  appraisal  can  always  be  challenged  after  the  fact,  no  statistical 
evidence  exists  supporting  the  conclusion  that  LIHPRHA  appraisals  have  resulted  in  any 
widespread  over-valuation.  The  only  Inspector  General  report  on  the  matter  (in  Boston)  is  not 
relevant  evidence  because  of  several  factors: 

•  The  review  focused  on  ELIHPA  appraisals.  Under  ELIHPA,  the  owner  submitted  an 
appraisal  and  HUD  reviewed  it.  In  LIHPRHA,  two  independent  appraisals  are  involved, 
and  are  reconciled  according  to  rigorous  procedure.  The  review  thus  criticized  a  valuation 
procedure  that  has  been  obsolete  for  four  years. 

•  The  review  focused  on  only  a  small  subset  of  properties  in  a  single  market. 

•  Of  all  the  properties  review,  the  report  discussed  only  the  properties  (roughly  half  the 
sample)  which  the  Inspector  General  concluded  were  over-valued.  The  other  properties 
(roughly  half,  presumably  those  undervalued)  were  omitted. 

•  The  Inspector  General's  work  was  not  published  for  review;  instead  only  its  conclusions 
were  given  and  with  neither  evidence  nor  supporting  documentation. 

•  Neither  the  owners  nor  the  original  appraisers  were  given  an  opportunity  to  review  or 
critique  the  Inspector  General's  appraiser's  work. 

Further,  most  of  the  properties  that  are  or  will  be  subject  to  LIHPRHA  preservation  have 
already  reconciled  their  appraisals  and  are  in  the  Plan  of  Aaion  stage.  By  the  time  any  new 
appraisal  system  is  put  into  effect,  very  few  properties  would  need  appraisal. 

The  capital  grant/loan  proposal  does  not  involve  changes  to  the  LIHPRHA  appraisal 
mechanism.  Changing  the  LIHPRHA  appraisal  mechanism  is  neither  necessary  nor  desirable. 

6. 2        Is  it  possible  in  cases  where  repairs  are  underestimated  that  the  capital 
grant/loan  amount  may  not  be  sufficient  and  may  require  additional  funds  in  future  years? 

Although  under-repairing  is  always  a  risk,  there  is  no  statistical  evidence  suggesting  that 
LIHPRHA  properties  are  being  under-repaired  Even  if  they  are,  a  capital  grant/ loan  funding 
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mechanism  gives  properties  substantially  more  ability  to  fund  future  repairs  from  their  own 
operations. 

A.  There  is  no  reason  to  believe  that  LIHPRHA  properties  are  being  under- 
renovated  in  the  preservation  process.  The  Preservation  Capital  Needs  Assessment  (PCNA)  is 
unilateral.  HUD  selects  the  capital  needs  assessor,  and  although  the  owner  may  comment  on  the 
capital  needs  assessment,  HUD  and  its  contractor  have  the  final  say.  Additionally,  after  the 
PCNA  is  completed  and  the  appraisals  are  reconciled,  the  owner  (or  buyer)  submits  a  proposed 
rehab  loan  and  rehab  budget.  This  rehab  budget  includes  everything  in  the  PCNA,  plus  any  new 
regulatory  requirements,  or  cost-eflfective  improvements,  identified  later  in  the  process. 

In  the  first  year  or  so  of  preservation,  PCNA's  varied  widely  in  quality.  HUD  offices 
quickly  distinguished  between  capable  and  incompetent  contractors,  and  terminated  the  latter. 
PCNA  quahty  has  improved  dramatically. 

B.  Even  if  a  particular  property  were  under-renovated  under  capital 
grant/loan  the  property  should  be  able  to  finance  any  necessary  future  improvements.  If  fijtiire 
repairs  are  needed  (either  because  the  origjnal  capital  improvements  budget  underestimated  true 
costs,  or  as  a  result  of  unexpected  factors),  a  property  recapitalized  under  capital  grant/loan  may 
fund  future  repairs  by  raising  rents  to  the  extent  needed  to  protect  the  property.  There  will  be 
room  to  raise  rents,  and  preserve  afFordability,  because  recapitalization  under  capital  grant/loan 
keeps  rents  below  market. 


7.       BUDGET  CONSTRAINTS  AND  RESOURCE  ALLOCA  TIONS 

HUD  estimates  that  approximately  $700  million  would  be  required  to  fund  all  of  the 
preservation  pipeline  properties  with  approved  Plans  of  Action.  However,  budget  constraints 
make  it  unlikely  that  such  a  level  of  funds  will  be  available. 

7.1        If,  for  example,  only  half  of  the  $700  million  is  available  in  fiscal  1996,  what 
should  the  preservation  funding  priorities  be  for  the  Congress? 

Although  the  FY  96  VA/HUD  Appropriation  has  provided  $624  million  (and  established 
a  particular  hierarchy),  future  funding  will  probably  be  needed  to  preserve  the  remaining 
properties  that  will  complete  their  recapitalizations  in  FY  97.  Properties  should  be  funded  using 
capital  grant/loan  exclusively. 

The  FY  96  VA/HUD  Appropriations  legislation  has  provided  $624  milhon  (plus  any 
recapture  of  budget  authority  fi-om  prepayments  of  Section  236  properties)  to  fund  preservation. 
However,  this  legislation  did  not  by  itself  change  the  funding  mechanism  firom  Section  8  to  capital 
grant/loan.  HUD  has  concluded  that  Section  220(d)(3)(B)  of  LIHPRHA  allows  it  to  fund  sales 
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using  a  capital  grant,  but  up  to  this  point  HUD  has  yet  to  conclude  that  it  is  authorized  to  use 
capital  loans  under  Sections  2 1 9(b)(7)  or  2 1 9(b)(8)  of  LIHPRHA'. 

Any  given  amount  of  appropriations  will  be  more  cost-efiFectively  employed  by  using 
capital  grants  or  capital  loans.  Accordingly,  we  strongly  urge  the  authorizing  committees  to  enact 
amendments  to  LIHPRHA  that: 

•  Explicitly  authorize  capital  loans  (of  70%  of  Preservation  Equity)  for  LIHPRHA 
extensions;  and 

•  Eliminate  Section  8  as  a  funding  option  for  LIHPRHA  sales. 

7.2       In  general,  how  should  Congress  establish  preservation  priorities  in  a  restrictive 
budget  climate? 

Future  funding  should  generally  stretch  scarce  resources  as  far  as  possible,  and 
concentrate  on  the  most  cost-effective  preservations. 

A.  Minimum  equity  and  Federal  Cost  Limits.  Put  most  generally,  Congress 
should  fund  preservation  if  and  only  if  doing  so  is  cheaper,  over  the  long  run,  than  the  alternative 
—  providing  Section  8  vouchers  to  all  displaced  residents.  This  implies  both: 

•  Minimum  equity  to  avoid  paying  incentives  on  properties  unlikely  to  prepay;  and 

•  A  Federal  Cost  Limit  to  cap  incentives  at  the  level  of  a  replacement  Section  8  voucher. 

B.  Restoring  the  right  to  prepay.  Unless  Congress  is  prepared  to  fund  every 
property  with  Preservation  Equity,  it  must  restore  the  right  to  prepay  unconditionally.  To  do 
otherwise  exposes  the  Federal  government  to  takings  litigation. 

Once  the  right  to  prepay  is  restored.  Congress  should  always  appropriate  suflScient 
funding  to  provide  Section  8  vouchers  to  all  very  low  income  and  rent-burdened  low-income 
residents. 

C.  Achieving  maximum  utility  for  funding  expended.  Both  theoretical 
analysis  and  statistical  evidence  have  shown  that  extensions  (refinancings)  are  substantially 
cheaper  than  sales  because; 


'Legal  analysis  by  Peabody  &  Brown,  counsel  to  the  Institute  for  Responsible  Housing  Preservation,  concludes  that 
HUD  has  authority  under  the  current  statute.  Peabody  &  Brown's  belief  is  based  on  argument  by  analogy  with  the 
Flexible  Subsidy  statute.  Even  though  Flexible  Subsidy  makes  no  specific  reference  to  capital  loans  -  indeed,  a 
plain  reading  of  the  language  would  tend  to  suggest  that  Flexible  Subsidy  was  contemplated  as  an  annual  payment 
-  HUD  has  concludedjhat  the  Flexible  Subsidy  statute  allows  such  capital  loans.  If  the  authority  to  make  capital 
loans  is  present  in  the  Flexible  Subsidy  statute,  it  must  also  be  present  in  the  LIHPRHA  statute,  which  in  addition 
to  general  incentive  provisions  specifically  authorizes  HUD  to  approve  non-insured  second  mortgage  equity  takeout 
loans. 
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•  Extending  owners  receive  only  70%  of  Preservation  Equity;  on  sale,  the  full  100%  of 
Preservation  Equity  is  paid. 

•  HUD  reimburses  non-profit  buyers  for  their  transaction  and  acquisition  costs. 

Statistical  analysis  of  the  LIHPRHA  pipeline  has  shown  that  the  typical  sale  consumes 
about  $26,000  per  apartment.  The  typical  extension  (even  if  funded  in  cash  up  firont)  requires 
only  about  $12,000  per  apartment,  or  less  than  half  as  much.  For  the  same  cost  of  preserving  one 
apartment  via  sale.  Congress  could  preserve  two  apartments  via  extension.  In  both  cases,  the 
owner  covenants  to  maintain  affordability  according  to  an  identical  rent  structure  using  exactly  the 
same  resources. 

If  resources  are  finite,  Congress  will  minimize  its  costs  and  maximize  the  total  families 
served  by  encouraging  refinancings  and  funding  them  along  with  sales. 

At  the  same  time,  sales  to  non-profits  serve  an  important  role  in  LIHPRHA  preservation. 
They  preserve  properties  whose  owners  no  longer  want  to  be  regulated  by  HUD,  and  usually 
bring  in  a  locally  based  entity  responsive  to  the  community. 

If  Congress  believes  that  non-profit  ownership  is  better  than  for-profit  (all  other  things 
being  equal),  then: 

•  A  premium  will  need  to  be  paid  to  encourage  sales  to  non-profits. 

•  Congress  should  decide  how  much  of  a  premium  it  is  willing  to  spend. 

Accordingly,  Congress  should  fund  only  those  sales  whose  incremental  cost  is  less  than 
the  premium  for  non-profit  ownership.  This  could  be  most  easily  accomplished  by  setting  a  higher 
Federal  Cost  Limit  for  sales  than  for  extensions  (refinancings). 

D.         If  some  properties  will  not  be  funded  in  FY  96,  Congress  will  save  money 
if  it  gives  the  remaining  owners  reason  to  believe  they  will  be  funded  eventually;  otherwise  all 
these  owners  will  promptly  prepay.  VirtuaUy  all  properties  with  genuine  conversion  value  have 
filed  under  LIHPRHA;  these  have  already  been  preser\-ed  or  are  somewhere  in  the  LIHPRHA 
pipeline.  The  FY  96  VA/HUD  Appropriation  of  $624  million  is  unlikely  to  fund  them  all.  Asa 
resuh,  in  FY  96,  many  owners  will  prepay  ...  but  not  all.  Congress's  actions  in  1996  can  influence 
how  many  owners  exercise  their  newly  restored  option  to  prepay. 

Owners  will  generally  pursue  aaions  which  offer  maximum  economic  value  with  minimum 
risk.  LIHPRHA  preservation,  whether  under  Section  8  or  capital  grant/loan,  is  a  low-risk 
transaction.  By  contrast,  prepayment  is  higher  risk.  Thus  many  owners  will  defer  electing  to 
prepay,  z/they  believe  that: 

•  The  right  to  prepay  will  not  be  rescinded  once  again. 

•  Waiting  gives  them  a  decent  chance  of  obtaining  preservation  funding. 
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If  Congress  sunsets  LIHPRHA  entirely,  any  owner  with  the  remotest  Preservation  Equity 
will  seriously  explore  prepayment.  If  Congress  also  sunsets  restoration  of  the  prepayment  right, 
not  only  these  owners  but  also  owners  with  no  Preservation  Equity  will  prepay,  if  only  to  escape 
being  caught  in  another  seven-year  moratorium.  Repealing  LIHPRHA,  therefore,  will  cause  a 
surge  in  prepayment. 

Conversely,  if  Congress  extends  LIHPRHA  ^pwf  reforms  it  and  demonstrates  willingness 
to  consider  FY  97  funding,  then  owners  advanced  in  the  LIHPRHA  pipeline  will  have  a  credible 
alternative  to  prepayment.  Many  of  them  will  wait  and  see.  This,  in  turn,  will  reduce  demands  on 
Section  8  vouchers. 

If  Congress  is  serious  about  extending  preservation,  and  not  simply  forcing  all  good 
properties  to  prepay,  it  should  not  only  reform  ihefuttding  mechanism  (to  incorporate  capital 
grant/loan),  but  should  also  send  clear  signals  of  its  willingness  to  provide  FY  9  7  and  FY  98 
appropriations  if  necessary  to  finish  out  the  LIHPRHA  pipeline.   These  indications  should  be 
made  as  soon  as  possible,  otherwise  the  effort  will  be  moot,  because  too  marry  owners  will 
already  have  prepaid  by  the  time  Congress  decides  to  motivate  them  to  preserve  their  property 
as  affordable. 
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Sorted  by  city  name 


Exhibit  1 
Rental  Affordability  Under  Capital  Grant/Loan 


li08/95 


Citv 


Median 
income 
St  l(familvof4) 


I  I                  :  I     Income  as  a  percent  ot' median    i 

Section  8  I  Rental    |  Rent  at    j  Rental     needed  to  afford  the  rent,  assummgi 

FMR    I  60%  i          70%  1  85%  I  30%  of  income  for  rent        j 

(2  bedroom)  I  of  FMR      I  of  FMR      ■  of  FMR      '    60%  FMR    i    70S  FMR    '    S5%  FMR   I 


Albuquerque        :N'M!        3S.300' 


544 


326 


381 


462, 


34'!'o 


40% 


48% 


Atlanta 

GAi 

48.  TOO  ■ 

604 

362: 

423 

513 

30% . 

35%: 

42%  1 

Baltimore 

.MD 

49.400  \ 

599- 

359; 

419 

509' 

29% 

34% : 

41%  i 

Birmingham 

iAL 

36.300: 

447'. 

268' 

313 

380: 

30% 

34% , 

42%  1 

Boston 

iMAj 

53.100^ 

750' 

450 

525 

6381 

34% 

40% ; 

48%  1 

Charlotte 

NC 

4l.-00\ 

511'. 

307 

358 

434 

29% 

34%  1 

42°';. ; 

Chicago 

IL 

51.300 

704 

422 

493 

598 

33%  1 

38%. 

47%  1 

Cleveland 

OH 

42.900 

510' 

306 

357 

434 

29% 

33% ! 

40"'/o ; 

Columbia 

SC 

40.500 

505 

303 

354 

429 

30% 

35°''o, 

42?'a  1 

Columbus 

OH! 

44.100 

483' 

290 

338 

411 

26% 

31% 

3-%l 

Dallas 

TX 

47.000 

586 

352 

410 

498' 

30% 

35%  1 

42%  . 

Denver 

CO 

48.600 

5 '9' 

347 

405 

492 

29% 

33% 

41%  1 

Des  Moines 

LA 

44.400 

545 

-,27 

382 

463 

29% 

34% 

42'"q  1 

Dercit 

Nn 

4-.  000 

559 

335 

391 

4''5 

29% 

33% 

40%  i 

Faveneviile 

-AR 

35.400 

430' 

258 

301 

366 

29% 

34% , 

41%; 

Grand  Ramds 

MI 

44.000 

525 

315 

368 

446 

29% 

33'!o 

41%  1 

Hartford 

CT 

52.500 

6'0 

402 

469 

5-0 

31% 

36='o . 

43%  i 

Honolulu 

HI  . 

53.600 

973 

584 

681 

827 

44°'o 

5I'!o 

62%  i 

Houston 

TX 

45.300- 

567 

340 

397 

482 

30% 

35% 

43'"o  1 

Indianaoolis 

IN^ 

■14.J00 

511 

307 

358 

434 

28% 

32°''o  • 

39%, 

, Kansas  Cirv 

KS 

44.600 

483 

290 

33  S 

411 

26% 

30% 

>7°'o  i 

Lcs  Anaeies 

CA 

45.200 

855 

513 

599 

727 

45% 

53% 

64'"o 

[Miami 

FL 

35.  '00 

-IS' 

431 

503 

610 

48''/o 

56% 

68%  i 

!  Milwaukee 

V,l 

46.400  \ 

564' 

338 

395 

479 

29% 

34% 

4I'!'«- 

Minneaoolis 

MNl 

51.000' 

605 

363' 

424 

514 

28% 

33%  ■ 

40%  i 

Nashville 

TN'. 

41.400 

526 . 

316: 

368 

447 

30% 

36% 

43% . 

iNew  Orleans 

LA, 

34. 700  1 

482  i 

289 

337 

410 

33% 

39% 

47% , 

New  York 

NT 

43.000' 

317 

490 

5*2 

694, 

46% 

^"% 

•>5%  1 

Omaha 

NE 

42.900 

483 

290 

338 

411 

27"!  0 

32''''o 

}S%> 

Orlanco 

FL 

40.000 

629 

377 

140 

535 

38^0 

44% 

53% 

Philadelonia 

PA 

4-.  100 

oS 

407 

475 

5  "6 

;5°o 

40'"<. 

49'!'o  . 

PirtsDursn 

PA 

36.  '00 

J6- 

280 

327 

397 

31% 

36% 

43%  ■ 

'Pcmana 

OR 

42.  -00 

58- 

352 

4!! 

4Q9 

33''m 

38% 

4"»'o ; 

Providence 

RI 

41.600 

642 

385 

-:4Q 

546 

37'"3 

43% 

52'"o  ■ 

Raleisn 

NC 

46.300 

546 

328 

382 

464 

28% 

33''ti 

40^0 

Reno 

NV 

47.000 

66' 

400 

467 

567 

34'"o 

40% 

48%  , 

Salt  Lalce  Cirv 

LT 

42.200 

-182 

289 

337 

410 

27% 

32'!'o 

■;qo/^  , 

San  Antonio 

t:< 

34.900 

5 1 ' 

310 

362 

439 

36% 

41% 

50% 

San  Bernardino 

CA 

42.300 

6 18 

371 

433 

525 

35% 

41'"'o 

50°'o 

San  Francisco 

CA 

5S.  SOO 

950 

570 

665 

S08 

39"-o 

■i:"'.-, 

55'!'o. 

Seanie 

\V 

51.500 

6-S 

407 

475 

5-6 

■;^o/„ 

l-T^o 

45°'o 

S'.  racuse 

NY 

41.400 

552 

331 

380 

4o9 

32% 

37°'o 

45% 

VVashinaion 

DC 

62.  -00 

'59 

455 

53  1 

o45 

29% 

34% 

41%. 

Worcester 

NLA 

45.300 

089  ■ 

413 

482 

586 

37'"o 

43°i 

52% ! 

Averages 

44 

44.873 

6il4 

363 

423 

514 

32°'o 

38% 

4br, 
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Sorted  by  stale,  then  city 


Exhibit  I 

Rental  Affordability  Under  Capital  Grant/Loan 


12/08/95 


Citv 


Median 

income 

(family  of  4^ 


Section  8 
FMR 

(2  bedroom) 


Rent  at 

60% 
of  FMR 


Rent  at 

70% 
of  FMR 


Rent  at 
85% 

of  FMR 


Income  as  a  percent  of  median 

needed  to  afford  the  rent,  assuming 

30%  of  income  for  rent 

601'.  FMR    I    70%  FMR    I    85%  FMR 


Birmingham 

lALI 

i6.200 1 

4471 

2681 

3131 

3801 

30%  1 

34%  1 

42%  1 

Favenevillc 

lARl 

35.400\ 

430  \ 

2581 

3011 

3661 

29%  1 

34%  1 

41%  1 

Los  Anaeles 

!CaI 

45.200  \ 

855  \ 

5131 

5991 

7271 

45%  1 

53%  1 

64%  1 

San  Bernardino 

CAi 

42.300 1 

6181 

3711 

4331 

5251 

35%  1 

41%  1 

50% 

San  Francisco 

!Ca; 

58.S0O\ 

950  \ 

5701 

665  1 

8081 

39%  1 

45%  1 

55% 

Denver 

iCOl 

48.600  \ 

579  \ 

3471 

4051 

4921 

29% ' 

33%  1 

41% 

Hartford 

■CTI 

52.500 1 

670\ 

402' 

4691 

570  i 

31%i 

36%  1 

43%  1 

Washinaton 

Dc: 

«,700i 

759  \ 

455! 

5311 

6451 

29%  i 

34%  i 

41%  1 

Miami 

iFL 

35.700  \ 

7/51 

431  1 

5031 

6101 

48%  i 

56%  1 

68%  1 

Orlando 

'FL 

40.000  \ 

629  \ 

3771 

4401 

535, 

38% , 

44%  1 

53%  1 

Atlanta 

iGA 

4S.700< 

604  \ 

362! 

423' 

513i 

30%  1 

35%  1 

42%  i 

Honolulu 

HI 

53.600  \ 

973'' 

5841 

681  i 

8271 

44%  1 

51%. 

62^0 1 

Des  Moines 

\\A 

44.400  \ 

545 ' 

3271 

3821 

4631 

29%  1 

34% . 

42%  i 

jChicaao 

IL 

51.300\ 

704  \ 

4221 

4931 

5981 

33%  1 

38% ; 

47%  1 

Indianapolis 

IN 

44.400 

511'- 

3071 

3581 

434: 

28% . 

32%; 

39%  1 

IKansas  Citv 

IKS 

44. 600  \ 

4S3\ 

2901 

3381 

4111 

26% ' 

30% , 

37%  1 

[New  Orleans 

LA 

34.700  \ 

482  \ 

289  1 

337 

4l0i 

33% ' 

39%  1 

47%  1 

jBoston 

MAj 

53. 100  \ 

750  < 

450  1 

525 

638 

34% , 

40%  1 

48%  1 

1  Worcester 

:\LM 

45.3001 

689^ 

413' 

482: 

586 

37%  i 

43%  1 

52%  i 

1  Baltimore 

!MD 

49.400  \ 

5991 

3591 

419' 

509 

29%  I 

34%  i 

41%! 

jDetrolt 

MI 

47. 000  \ 

559\ 

335' 

391 

475 

29% 

33%  1 

40%  i 

Grand  Rapids 

Ml 

44. 000  \ 

525 1 

315  I 

368' 

446 

29% . 

33%' 

41%  i 

Minneapolis 

;MN1 

5l,000\ 

605  \ 

3631 

424  1 

514 

28%  i 

33%  1 

40%  1 

Charlotte 

NC 

41.700' 

51 V 

3071 

358' 

434 

29% . 

34%  i 

42%  1 

Raleiah 

INC 

46.800 1 

546  \ 

3281 

382. 

464 

28% ; 

33%; 

40%  1 

Omaha 

■NE 

42.900  \ 

483  \ 

2901 

338! 

411 

27%  i 

32%: 

38%  1 

Albuquerque 

'NMl 

38.300 1 

544  \ 

326  1 

3811 

462 

34% , 

40%  1 

48%  1 

IReno 

iNV 

47.000  \ 

667 1 

4001 

467 

567 

34% . 

40% . 

48%  1 

jNew  York 

iNY 

43.000'. 

817\ 

4901 

572 

694 

46% . 

53%  i 

65%  1 

iSvracuse 

NY 

41.400  ^ 

552  ■ 

331  i 

386 

469 

32%  '■ 

37%  1 

45%  1 

i  Cleveland 

OH 

42.900'. 

510\ 

306  i 

357: 

434 

29%  i 

33%  '■ 

40%  1 

Columbus 

OH 

44. 100  \ 

483  \ 

290  i 

338. 

411 

26^0 ; 

31%l 

37% 

'Ponland 

OR 

42.700  \ 

587  \ 

3521 

411 

499 

33% 

38%  1 

47% 

PhiladelDhia 

PA 

47.100\ 

67S' 

407 

475 

576 

35% . 

40%  1 

49% 

iPittsbursh 

PA 

36.700 

467' 

280 

327 

397 

31%' 

36%  1 

43% 

1  Providence 

RI 

41.600  i 

642' 

385  1 

449' 

546 

37%  : 

43%  : 

52% 

.Columbia 

SC 

40.500  1 

505 

303  1 

354 

429 

30% ' 

35%' 

42% 

Nashville 

TN 

41.400' 

526 ; 

316 

368 

447 

30°'o : 

36%  1 

43% 

'Dallas 

TX 

47.000' 

536' 

352 

410 

498 

30°'o 

35%  1 

42°/o 

'Houston 

TX 

45.300  ■ 

567 

340 

397 

482 

30% . 

35%' 

45% 

San  Antonio 

TX 

34.900 

517' 

310' 

362 

439 

36% 

41%. 

50% 

iSalt  Lake  Citv 

UT 

42.200 

482' 

289' 

337 

410 

27<"„ . 

32% '' 

39% 

,Seanle 

W 

51.500' 

673' 

407 

475 

576 

32°'o 

37%. 

45% 

■Milwaukee 

WI 

46.400 

564 

3381 

395 

479 

29% 

34%  1 

41% 

Averages 

44 

44.873 

6041 

363 

423 

514 

32'"o 

38% 

46% 
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Exhibit  2 
Section  8  "Sticky  Skinny'  Vouchers 
Projected  Outlay  Costs  over  Different  Time  Periods 


12/08/95 


Year 

Gross 

rent 

Resident's 

share 

Net 
outlav 

Discount 
factor 

Discounted 
net  cost 

1 

6.900 

3.377  1 

3.523 

y.OOOOi 

3.5231 

2 

7.107 

3.478 ; 

3.629 

1.0750: 

3.376' 

3 

7,320 

3.582' 

3.738 

1.1556' 

3.234' 

4 

7.540 

3.6901 

3.850 

1.2423 

3.099 

5 

7.766 

3.801: 

3.965 

1.3355! 

2.969 

6 

7,999 

3.915 

4.084 

1.4356 

2.845 

7 

8.239 

4.032 

4.207 

1.5433. 

2.726 

8 

8.486 

4.153. 

4.333 

1.6590' 

2.612 

9 

8.741 

4.278 

4.463 

1.7835 

2.502 

10 

9.003 

4.406 , 

4.597 

1.9172 

2.398 

11 

9.273 

4.538  ■ 

4.735 

2.06101 

2.297 

12 

9.551 

4.674 . 

4.877 

2.2156 

2.201 

13 

9.838 

4.815 

5.023 

2.3818 

2.109 

14 

10.133 

4.959 : 

5.174 

2.5604 

2.021 

15 

10.437 

5.108 

5.329 

2.7524 

1.936 

16 

10.750 

5.261  ' 

5.489 

2.9589 

1.855 

17 

11.072 

5.419 

5.654 

3.1808 

1.777 

18 

11.405 

5.581 

5.823 

3.4194 

1.703 

19 

11,747 

5.749 

5.998 

3.6758. 

1.632 

20 

12.099 

5.921 

6.178 

3.9515 

1.563 

!                  21 

12.462 

6.099 . 

6.363 

4.2479  1 

I. -198 

22 

12.836 

6.282' 

6.554 

4.5664 

1.435 

23 

13.221 

6.470 ' 

6.751 

4.9089 

1.375 

24 

13.618 

6.664  i 

6.953 

5.2771  1 

1.318 

25 

14.026 

6.864 

7.162 

5.6729 

1.262 

1      Years  the  typical 
J       voucher  survives 

Cost  per 
apanment 

.Multiple  of 
initial  rent 

:> 

16J00 

2.3 

!                      10 

29J00 

4.2 

i                    15 

39.800 

5.8 

1                    -0 

48.400 

7.0 

!                   25 

55J00 

8.0 

.Assumptions 

National  median  income 

-iO.200 

100% 

'Stickv  voucher  rent  as  -^o  of  FMR 

Resident's  income  as  %  of  median 

2S%  ■ 

S.0% 

Voucr.er  rent  inilation  rate 

Resident's  share  as  "'a  of  income 

30% 

3.0% 

[nilation  rate  tor  resident  s  incomes 

Residents  montniv  rent  contnbution 

281 

-  jO^ 

Federal  borrouina  rate 

Section  3  Fair  .Vlaricet  Rent 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  D'AMATO  FROM 
MICHAEL  BODAKEN 

December  6, 1995 

VIA  FAX 

Senator  Alfonse  M.  D'Amato 

Chairman 

Committee  on  Banking,  Housing  and  Urban  Affairs 

534  Dirksen  Senate  Office  Building 

Washington,  DC   20510 

Re:   Responses  to  Follow  Up  Questions  from  Senator  D'Amato 

Dear  Senator  D'Amato: 

Thank  you  for  affording  the  National  Housing  Trust  an  opportunity  to 
answer  questions  of  the  Senate  Subcommittee  on  Housing  Opportunity  and 
Community  Development  prompted  by  our  October  17,  1995  testimony  concerning 
the  use  of  a  capital  grant  mechanism  to  preserve  federally  assisted,  affordable, 
multifamily  housing  stock. 

Use  of  Capital  Grants  Under  LIHFRHA 

Q.l.     In  your  statement,  you  note  that  under  the  current  preservation  law,  capital 
grants  can  be  substituted  for  Section  8  rental  assistance. 

•   What  are  the  differences,  if  any,  between  capital  grants  under  current 
law  compared  to  the  Senate  Appropriations  version  of  capital  grant? 

Ajiswer  to  Q.  1:   There  are  three  principal  differences  between  capital  grants  under 
current  law  and  the  Senate  Appropriations  version  of  capital  grant.   They  are: 

1)    Although  not  made  part  of  the  Senate  Appropriations  version  of  the 
capital  grant  proposal,  as  your  staff  and  I  have  discussed,  current  law  does  not 
provide  an  opportunity  for  nonprofit  purchasers  to  use  HOME  funds  for  the 
preservation  of  these  properties.   There  is  no  reason  why  a  city  or  county 
government  should  be  prevented  from  having  the  option  to  use  these  funds  to 
preserve  properties  that  could  not  otherwise  be  maintained  as  affordable  housing. 
The  HOME  Investment  Partnerships  Act  today  unwisely  precludes  that  possibility. 
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Any  contemplated  legislation  should  repeal  the  present  barrier  between  HOME 
funds  and  preservation  funds  which  makes  it  impossible  for  a  nonprofit  purchaser 
to  mix  HOME  funds  with  preservation  resources  to  preserve  these  properties. 

2)  Under  current  law,  "priority  purchasers"  may  not  be  general  partners  of  a 
limited  partnership.    This  effectively  precludes  nonprofit  purchasers  from  obtaining 
tax  credits  to  supplement  the  federal  resources  necessary  for  acquisition  and 
rehabilitation  of  these  properties.   The  Trust  recommends  that  the  definition  of 
priority  purchaser  be  expanded  to  include  any  Resident  Council,  Community  Based 
Nonprofit  Organization,  Mutual  Housing  Association,  or  their  affiliate  that  acts  as  a 
General  Partner  in  a  limited  partnership  and  agrees  to  maintain  low-income 
affordability  restrictions  for  the  remaining  useful  life  of  the  housing.   The  proposal 
also  allows  the  purchaser  to  treat  the  grant  in  the  form  of  a  loan  to  seek  tax  credits  to 
supplement  the  need  for  non-preservation  resources  to  fund  the  transaction.     This, 
accompanied  by  the  definitional  change,  would  permit  tax  credits  to  be  fully  utilized, 
as  an  option,  to  preserve  federally  assisted  housing  which  current  federal  resources 
cannot  provide. 

3)  Current  law  requires  excess  Section  236  income  to  be  returned  to  HUD. 
The  Senate  Appropriations  Committee  has  provided  that  such  income  be  returned 
to  the  property.  For  the  reasons  explained  below,  the  Trust  strongly  endorses  this 
change  and  would  urge  the  authorizers  to  make  it  part  of  the  permanent  reform 
currently  being  contemplated. 


Incentives  to  Serve  Low-Income  Families 

Q.2.     The  "cap  grant"  proposal  eliminates  the  provision  that  requires  ov^mers  to 
return  excess  Section  236  income  to  HUD.  Instead,  excess  income  would  be  retained 
by  project  owners. 

•  What  is  the  rationale  for  this  provision,  especially  if  projects  should  be 
in  sound  financial  and  physical  condition  after  the  "cap  grant  or  loan"  is 
provided? 

•  Won't  this  provision  encourage  owners  to  lease  units  to  tenants  at  or 
near  80  percent  of  median  income  instead  of  helping  poorer  families? 
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Answer  to  Q.  2: 


Actually,  owners  will  be  "encouraged"  to  rent  to  higher  income  tenants  if  the 
excess  Section  236  income  is  returned  to  HUD,  not  the  reverse.  The  return  of  excess 
Section  236  income  to  the  property  accomplishes  the  following:   the  owner  is 
provided  excess  Section  236  income  returns  to  the  property  to,  mitigate  against 
future  rent  increases  on  the  budget  based  "basic  rent"   for  presently  unassisted 
residents.   The  future  of  this  housing  depends  on  keeping  the  presently  unassisted 
tenants  housed  in  these  properties.   Permitting  the  Section  236  excess  income  to  be 
used  to  limit  basic  rent  helps  keep  this  housing  affordable  to  the  very  low  income 
persons.    For  Section  236  properties  to  remain  mixed  income,  it  is  important  that 
currently  unassisted  residents  not  bear  the  brunt  of  budget  based  rent  increases. 
Otherwise,  the  owner  will  be  forced  to  rent  to  tenants  who  can  pay  the  rent, 
primarily  upper  income  tenants.   This  is  the  primary  reason  for  the  necessity  of 
returning  the  Section  236  income  to  the  project. 

There  are  two  other  benefits  attendant  to  the  return  of  Section  236  income  to 
the  property:   1)   A  source  for  continuing  project  oversight  costs  to  the  owner.   This 
will  assure  that  the  asset  management  of  this  property  is  done  properly,  helping  to 
assure  that  it  remains  physically  and  financially  sound;   and  2)   If  necessary,  such 
funds  can  be  earmarked  for  an  annual  deposit  to  replacement  reserves,  assuring  that 
the  property's  rehabilitation  and  other  needs  are  met  over  time. 

Finally,  HUD  has  appropriately  required  all  nonprofit  purchasers  of  these 
properties  to  sign  "income  band"  agreements  which  requires  the  owner  to  continue 
to  serve  the  same  resident  mix  in  the  future  as  exists  at  the  time  of  closing.   This 
effectively  precludes  the  owner  from  'creaming'  in  the  future.    The  Trust's  position 
is  that  this  housing  has  and  should  continue  to  serve  tenants  with  a  span  of 
incomes.  In  the  future,  we  need  to  assure  that  the  current  residents,  including 
current  very  low  income  residents,  are  able  to  use  this  affordable  housing  resource. 


Potential  Displacements  Under  Preservation 

Q.3.  Under  the  "cap  grants"  proposal,  owners  would  have  the  right  to  prepay  or 
apply  for  incentives  under  a  capital  grant  or  loan,  which  would  preserve  housing 
affordability  for  50  years. 

•   What  level  of  affordability  are  we  preserving  and  who  are  we 
preserving  this  housing  for? 
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•  What  protectioi\s  should  be  provided  to  unassisted  low-income 
residents  under  either  scenario  to  minimize  displacement  and  hardship? 

•  In  cases  where  owners  elected  to  prepay,  is  there  a  possibility  that  some  of 
these  projects  are  in  markets  where  vouchers  may  not  work? 

•  Is  there  a  potential  that  scarce  affordable  housing  resoiirces  in  tight 
markets,  such  as  New  York  City,  San  Francisco,  or  Salt  Lake  City,  may  be 
lost  to  those  owners  that  elect  to  prepay  their  mortgages? 


Answer  to  Q.3: 

The  capital  grant  preserves  this  housing  for  the  current  residents.  The  basic 
resident  profile  is  67%  very  low  income,  22%  low  income,  and  11%  moderate 
income.   The  rents  the  tenants  are  paying  today  are  essentially  the  budget  based  rents 
that  they  will  continue  to  pay.   What  they  will  receive,  in  return,  is  a  rehabilitated 
property  and  security  of  tenure. 

Also,  when  considering  "who  benefits",  I  would  reiterate  that  LIHPRHA 
provides  a  unique  opportunity  for  resident  participation  and  resident  control. 
Much  has  been  said  about  vouchers  providing  residents  choice.   In  preservation 
transactions,  it  is  my  absolute  belief  that  residents  want  to  stay  in  their  homes.   In 
the  preservation  transactions  currently  being  conducted  by  the  National  Housing 
Trust  and  the  Preservation  Working  Group,  which  provides  assistance  to  over  100 
projects  for  sale  in  the  United  States,  the  residents  have  endorsed,  in  writing,  the 
purchase  of  the  housing.     These  residents  want  to  stay,  not  flee.    This  argues  for 
preserving  the  housing  now  as  a  unique  community  resource  to  help  serve  mixed 
income,  racially  diverse  populations.   The  clear  advantage  of  a  sale  in  this  situation 
is  the  transfer  of  ownership  and  control  to  the  people  who  actually  live  in  the 
properties.   These  resident  opportunities  are  essential  and  should  remain  a  part  of 
any  preservation  program  (including  the  Mark  to  Market  proposals  to  be  considered 
this  spring). 

The  protections  necessary  to  prevent  displacement  are: 

1)  Provision  of  an  adequate  operating  reserve  in  the  capital  grant  or 
government  loan; 

2)  Return  of  excess  Section  236  income  to  the  property; 
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3)  Permitting  the  use  of  HOME  funds  to  supplement  other  federal  resources 

in  the  preservation  of  the  housing;  and 

4)  Maintenance  of  the  current  subsidy  to  existing  residents,  i.e.,  LMSA. 


Although  the  Trust  strongly  favors  continuation  of  LMSA,  the  elimination  of 
LMSA  will  not  mean  that  this  housing  will  not  be  "affordable."   The  current  budget 
based  rents  are  based  on  the  benefit  of  low  interest  financing.   That  financing 
advantage  means  that  this  housing,  which  is  better  housing  with  lower  rents  than 
the  rest  of  the  market,  will  continue  to  be  affordable  to  many  of  the  current 
households.   Indeed,  the  236  portfolio  without  LMSA  is  a  real  world  illustration  of 
how  this  housing,  without  subsidy,   serves  as  a  unique  housing  resource  to 
residents  of  all  incomes. 

There  is  every  possibility  that  a  standard  voucher  would  not  protect  a  tenant 
in  every  market.    Anywhere  an  owner  has  received  an  estimate  of  market  rent  in 
excess  of  120%  of  FMR  is  by  definition,  a  location  where  the  tenant  is  at  risk  of 
displacement.    The  current  form  of  vouchers  will  not  work  in  markets  where  the 
prevailing  market  rent  exceeds  the  FMR.   This  is  the  case  in  many  sub-areas  because 
the  FMR  is  based  on  the  40th  percentile  of  advertised  rents  for  an  entire 
metropolitan  area.    The  provision  of  the  "sticky"  voucher  helps  temporarily,  but 
displacement  will  occur  if   a)  HUD  fails  to  renew  the  voucher  at  the  enhanced  level 
or  b)  if  owners  are  not  required  to  accept  these  vouchers.  Also,  as  testimony  at  the 
hearing  illustrated,  some  owners  may  not  be  able  to  take  voucher  holders  if  the 
lender  is  unwilling  to  permit  a  prepayment  refinancing  with  voucher  holders  in 
place.   Congress  has  handled  this  "short  term"  by  appropriating  for  a  "sticky,  but 
shallow"  voucher  to  residents  where  prepayment  occurs.   I  suspect  that  the  cost  of 
this  voucher,  compared  to  preservation,  is  quite  high. 

There  is  little  doubt  that  scarce  affordable  housing  resources  will  be  lost  in 
tight  markets  due  to  the  complete  restoration  of  the  prepayment  right.   That  is,  the 
federally  assisted  housing  stock  itself,  for  which  the  taxpayers  have  literally  invested 
billions,  will  be  permanently  lost  to  the  nation's  supply  of  affordable  housing  stock. 
As  you  know,  the  Trust  believes  that  the  adjustment  of  the  owner's  contract  rights, 
compensated  by  either  a  grant  or  a  loan,  passes  constitutional  muster  to  require 
preservation  of  this  housing  stock.    By  contrast,  vouchers  don't  increase  the  housing 
supply.    In  tight  markets,  vouchers  don't  solve  a  community's  affordability 
problems.   They  just  change  which  households  can  afford  housing.   Those  with 
vouchers  can;  others  face  a  market  where  the  vouchers  help  bid  up  the  rents. 
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Preserving  Needed  Housing 

Q.4.     Due  to  the  federal  budget  constraints,  it  is  critical  that  we  target  funds  as 
effectively  and  efficiently  as  possible.  Under  the  proposals  proposed  by  the 
Administration  and  the  housing  industry,  preservation  eligibility  would  be  based 
on  factors  such  as  the  amount  of  equity  in  the  project  or  the  date  when  the  project 
was  eligible  to  apply  for  incentives. 

•  Should  Congress  also  consider  whether  the  housing  is  needed  in  the 
particular  market  it  is  located  as  a  criterion?  In  other  words,  should  we 
focus  on  preserving  housing  that  is  located  in  areas  where  affordable  housing 
is  scarce? 

•  How  effectively  does  the  current  "cap  grant"  proposal  target  preservation 
resources  to  those  properties  where  affordable  housing  is    most  needed? 


Answer  to  Q.  4:  I  believe  the  question  assumes  that  affordable  housing  is  more  of  a 
problem  in  certain  markets  than  others.   That  statement  is  a  truism  at  any  particular 
point  in  time.   However,  over  time,  all  markets  suffer  housing  shortages.   This 
point  is  no  better  explained  than  the  phenomenon  that  the  preservation  program 
was  once  conceived  as  a  program  only  necessary  in  certain  "high  cost"  areas.   Those 
"high  cost"  areas  were  typically  considered  San  Frandsco,  Los  Angeles,  Chicago, 
Boston,  New  York  City,  etc.  It  turns  out  that  there  is  an  acute  affordable  housing 
shortage  today  in  some  very  different  areas,  e.g.,  in  Montana,  Idaho  and  Utah. 
Tomorrow,  no  doubt,  markets  will  tighten  in  other  high  growth  areas.   This  speaks 
to  the  need  to  preserve  housing  all  over  the  nation. 

The  changes  over  time  in  the  nation's  markets  are  reflected  in  the  number  of 
LIHPRHA  notices  filed  by  state.  Historically,  California  and  Massachusetts  have  led 
the  list.  However,  as  you  can  see  from  the  attached,  the  current  list  contains  many 
other  states  where  housing  affordability  remains  a  significant  problem  today: 

The  following  data  summarizes  activity  as  of  July,  1995: 

•  Some  form  of  activity  has  been  taken  on  1,186  Preservation  properties; 

•  The  1,186  Preservation  Notices  of  Intent  filed  by  owners  involve  projects  in 
50  states,  the  Caribbean,  and  the  District  of  Columbia.  The  program  is  national  in 
scope.    Over  130,000  families  and  elderly  households  are  residing  in  properties 
where  an  owner  has  decided  to  participate  in  the  Preservation  program. 
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•  The  1,186  Notices  of  Intent  break  out  as  follows: 

•  351  Sell  (34,489  units)  (31%) 
•827  Extend             (97,758  units)  (68%) 

•  8  Terminate  (  783  units    )  (  1  %) 


TOTAL 


133,030  tmits 


100% 


•   In  22  states,  21  or  more  Notices  of  Intent  have  been  filed, 
representing  924  projects  of  the  1186  total,  or  78%  of  all 
property  filings. 


California 

Massachusetts 

Virginia 

Texas 

Washington 

Oregon 

Wisconsin 

Florida 

Michigan 

Illinois 

Tennessee 

Minnesota 

Georgia 

Ohio 

Pennsylvania 

New  York 

Connecticut 

South  Carolina 

Arkansas 

Indiana 

Maryland 

North  Carolina 


(219  Properties) 
(  59  Properties 
(  58  Properties) 
(  57  Properties) 
(  49  Properties) 
(  41  Properties) 
(  41  Properties) 
(  39  Properties) 
(  35  Properties) 
(  34  Properties) 
(  34  Properties) 
(  30  Properties) 
(  26  Properties) 
(  26  Properties) 
(  26  Properties) 
(  24  Properties) 
(  23  Properties) 
(  23  Properties) 
(  21  Properties) 
( 21  Properties) 
( 21  Properties) 
( 21  Properties) 


(  17,660  Units) 

(  9,809  Units) 

(  8,068  Units) 

(  7,689  Units) 

(  2,282  Units) 

(  1,801  Units) 

(  2,951  Units) 

(  4,955  Units) 

(  4,741  Units) 

(  6,642  Units) 

(  3,815  Units) 

(  3,040  Units) 

(  2,657  Units) 

(  3,076  Units) 

(  5,162  Units) 

(  5,501  Units) 

(  3,743  Units) 

(  2,156  Units) 

(  1,812  Units) 

(  2,548  Units) 

(  4,240  Units) 

(  2,162  Units) 
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This  is  not  to  say  that  owners  should  be  able  to  receive  preservation 
incentives  without  a  real  showing  that  prepayment  is  a  viable  alternative. 
However,  I  don't  support  a  method  which  requires  HUD  to  make  a  micro-market 
determination  of  whether  the  housing  is  "needed"  at  any  given  time.   Vacancies  in 
submarkets  are  typically  difficult  to  determine  and  I  don't  believe  it  is  reasonable  to 
expect  HUD  to  administer  such  a  complex  and  time  consuming  task.   A  better 
means  to  achieve  this  same  end  is,  using  the  equity  floor  inserted  in  the  Senate  VA- 
HUD  and  Independent  Agencies  appropriations  measure  (H.R.  2099),  i.e.,  an  owner 
should  be  precluded  from  participating  unless  there  is  S5,000/unit  equity  for  the 
property. 

I  believe  the  capital  grant  approach,  similar  to  current  LIHPRHA,  provides 
resources  where  they  are  "most  needed,"  i.e.,  in  cities  and  counties  where  there  is  an 
affordable  housing  shortage  and  where  owners'  and  HUD's  appraisals  demonstrate 
that  the  owner  could  prepay  the  mortgage  and  convert  the  property  to  a  market  rate 
rental. 

In  contrast,  preservation  of  this  20  year  old  housing  via  a  grant  is  much  less 
expensive  than  either  vouchering  it  out  or  inserting  property  based  section  8  to 
finance  an  additional  mortgage. 

The  Trust  has  reviewed  data  on  146  properties  in  21  different  states 
comprising  14,700  apartments  whose  values  have  been  reconciled  through  the 
Preservation  appraisal  process.  This  data  demonstrates  that  the  median 
Preservation  Rent  is  10%  less  expensive  than  the  median  Section  8  FMR  in  the 
communities  where  the  developments  are  located. 

In  approximately  77%  of  the  apartments,  projected  Preservation  Rents  are  less 
expensive  than  the  local  FMR.    In  those  cases,  the  Preservation  Rents,  on  an 
annualized  budget  basis,  are  less  expensive  than  the  local  FMR.   Thus,  the  federal 
government  will  have  to  budget  more  to  house  this  family  with  a  voucher. 

In  approximately  23%  of  the  apartments.  Preservation  Rents  are  more 
expensive  than  the  local  FMR.   If,  as  the  HUD  suggests,  prepayment  is  permitted 
without  a  preservation  alternative,  the  tenants  in  these  properties  will  be  displaced 
because  a  voucher  will  not  enable  the  resident  to  stay  in  his/her  home  at  an 
affordable  rent. 

Finally,  in  the  event  of  prepayment,  the  median  rent  increase  to  tenants 
residing  in  properties  where  we  are  assisting  a  resident  endorsed  nonprofit 
purchaser  is  46%. 


118 


Senator  D'Amato 
December  6, 1995 
Page  Nine 


Section  8,  Interest  Reduction  Payments 

Q.5.     Most  preservation-eligible  projects  currently  receive  Section  8  Loan 
Management  Set  Aside  and  mortgage  interest  reduction  payments.   Based  on  a  HUD 
Inspector  General  audit  of  projects  that  had  submitted  or  approved  "plans  of  action," 
most  projects  already  have  either  90%  to  100%  Section  8  or  0%  to  9%  Section  8. 
Under  LIHPRHA  and  the  "cap  grant,"  additional  subsidies  in  either  the  form  of 
Section  8  or  a  capital  grant  or  loan  are  provided  to  maintain  the  housing  as 
affordable. 

•  In  cases  where  projects  already  are  fuOy  subsidized  with  Section  8  and 
receive  mortgage  interest  subsidies,  what  benefit  are  they  receiving  through 
the  use  of  a  "capital  grant"  or  "loan"? 

•  If  one  assumes  that  Section  8  is  not  renewed,  what  potential  impact  will 
this  have  on  projects  that  participate  in  the  "cap  grant"  program  - 
especially  those  that  are  almost  fully  subsidized? 

•  Is  it  accurate  to  say  that  without  Section  8  Loan  Management  Set  Aside 
that  the  preservation  of  projects  with  capital  grants  by  itself  does  not 
preserve  affordable  housing  for  low-  and  very  low-income  families?   (And  if 
this  is  the  case,  what  are  we  buying  with  "cap  grants"?) 


Answer  to  Q.  5: 

I  don't  believe  that  "most"  LIHPRHA  active  properties  are  receiving  both 
LMSA  and  mortgage  interest  reduction  payments.  Where  properties  are  fully 
subsidized,  the  following  is  provided  by  a  capital  grant:  acquisition  or  refinance 
(based  on  owner's  equity),  rehabilitation  and  maintaining  the  property  in  affordable 
housing  stock  for  its  remaining  useful  life.   The  quid  pro  quo  for  the  public  is  the 
continued  affordability  of  the  housing  for  generations  to  come. 

The  question  appears  to  imply  that  there  is  a  direct  correlation  between  the 
owner's  ability  to  prepay  his  mortgage  and  the  amount  of  current  subsidy  on  the 
property.   This  is  not  the  case.   Many  owners  sought  LMSA  contracts  to  protect  their 
current  very  low  income  tenants  from  exorbitant  rent  increases  due  to  increased 
operating  expenses.   That  does  not  mean  that  the  property  is  not  marketable  or  that 
it  couldn't  attract  a  market  rate  tenancy.   For  example,  the  Trust  just  helped  Action 
Housing,  Inc.  close  a  LIHPRHA  transaction  in  Crafton,  Pennsylvania.   All  of  the 
elderly  households  were  benefiting  from  previously  obtained  LMSA.   The  property 
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was  well  located  and  could  have  easily  been  converted  to  a  market  rate  rental  or 
condo.    The  preservation  transaction  helped  preserve  much  needed  housing  for 
approximately  100  elderly  households  in  a  decent  building  located  in  a  nice 
residential  area.    Without  the  preservation  program,  those  households  would  have 
been  displaced. 

In  projects  where  Section  8  is  not  renewed,  previously  assisted  residents  who 
are  very  low  income  will  be  required  to  pay  rents  in  excess  of  30%  of  their  income  to 
remain  in  the  housing.    This  is  recognized  in  the  current  law  which  requires  the 
owner  "to  the  extent  practicable"  to  replicate  the  current  income  profile  after 
preservation  is  achieved.   The  short  of  this  is  that  we  need  to  recognize  that 
providing  housing  for  very  poor  people  requires  a  subsidy.   There  is  no  getting 
around  that  basic  fact.   On  the  other  hand,  the  benefits  of  favorable  financing 
provides  a  "basic  rent,"  less  than  market,  vvrhich  provides  continued  affordability  to 
all  of  the  tenants. 

Rather  than  look  at  the  Section  8  rent  subsidy  as  either  being  "off  or  "on,"  I 
urge  the  Senate  to  consider  continuing  the  subsidy  in  a  modified  amount,  especially 
for  those  who  cannot  afford  budget  based  rents  without  a  subsidy. 

I  do  not  believe  that  it  is  accurate  to  say  that  without  LMSA,  "that  the 
preservation  of  projects  with  capital  grants  by  itself  does  not  preserve  affordable 
housing  for  low  and  very  low  income  families."   Many  (although  certainly  not  all) 
unassisted  families  residing  in  these  properties  are  paying  less  than  or  equivalent  to 
30%  of  their  income  for  rent.   When  a  capital  grant  is  provided  for  acquisition,  rehab 
and  continued  affordability,  these  residents  will  continue  to  be  housed  at  affordable 
rent  levels  which,  in  turn,  make  it  possible  for  them  to  keep  a  roof  over  their  head. 
These  families  span  the  spectrum  from  very  low  to  moderate  income  families. 
Indeed,  it  is  this  MIX  of  incomes  that  Congress  and  the  public  strongly  support. 
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LIHPRHA  Approval  and  Repair  Cost  Process 

Q.  6.    The  HUD  Inspector  General  found  that  one  problem  with  LIHPRHA  is  the 
subjective  nature  of  the  appraisal  process  and  repair  cost  estimates,  which  have 
resulted  in  overestimating  preservation  values. 

•  Does  the  "cap  grant"  proposal  address  this  concern? 

•  Is  it  possible  in  cases  where  repairs  are  underestimated  that  the  "cap  grant" 
amount  may  not  be  sufficient  and  may  require  additional  funds  in  future 
years? 


Answer  to  Q.6: 

Nonprofit  and  tenant  advocates  have  been  critical  of  the  way  in  which  the 
appraisals  have  been  conducted  by  HUD  and  certain  owner's  appraisers.   However,  I 
don't  believe  that  new  legislation  on  this  matter  is  required.   There  are  very  detailed 
appraisal  standards  in  the  regulations,  handbooks  and  various  "mid  course 
corrections"  issued  by  HUD.   What  is  required  is  that  HUD  hire  appraisers  who 
understand  the  law  and  responsibilities  for  repairs  that  are  legitimately  placed  upon 
owners,  especially  those  refinancing  their  properties.   Strict  implementation  of 
existing  law  would  help  identify  true  capital  needs  and  conversion  costs  in  a  much 
more  accurate  manner. 

In  sales  transactions,  as  you  may  be  aware,  there  is  not  a  significant  problem 
concerning  repairs  because  the  purchasers  typically  adequately  rehabilitate  the 
properties,  essentially  safeguarding  them  for  future  affordable  housing  use. 
Nonprofit  purchasers  are  acutely  aware  of  the  need  to  make  long  range  estimates  of 
rehabilitation  sufficient  to  maintain  this  housing  in  sound  physical  operating 
condition  for  the  long  term. 


Budget  Constraints 

Q.7.     HUD  estimates  that  approximately  $700  million  would  be  required  to  fund  all 
of  the  preservation  pipeline  projects  that  have  an  approved  "plan  of  action." 
However,  budget  constraints  make  it  unlikely  that  such  a  level  of  funds  will  be 
available. 
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•  If,  for  example,  only  half  of  the  $700  million  is  available  in  fiscal  year 
1996,  what  should  the  preservation  funding  priorities  be  for  the  Congress? 

•  In  general,  how  should  Congress  establish  preservation  priorities  in  a 
restrictive  budget  climate? 

Answer  to  Q.  7: 

Any  particular  proposal  to  modify  the  present  Preservation  law  must  be 
carefully  considered.   The  Trust  supports  a  solution  which  permits  owners  to  sell  or 
refinance  on  a  truly  "equal"  basis. 

Equally  important,  it  is  important  that  there  be  a  transition  until  a  capital 
grant  solution  can  be  implemented.    The  vast  majority  of  the  likely  participants  in 
the  program  are  already  active  in  the  pipeline.    It  is  essential  that,  pending 
development  of  the  capital  grant  or  other  proposals,  a  viable  preservation  option  be 
maintained:.     Otherwise,  due  to  the  frustration  of  many  owners,  particularly  those 
owners  who  are  seeking  to  sell  their  properties,  if  there  is  a  gap,  massive 
prepayments  will  occur  as  the  private  sector  seek  to  maximize  its  return. 

Much  has  been  said  about  the  "queue,"  ,  i.e.,  the  unfunded,  but  approved 
Plans  of  Action.   If  choices  must  be  made,  the  Trust  believes  that  Congress  should 
continue  to  strongly  prioritize  sales  properties  where  an  owner  must  first  offer  the 
property  to  a  resident  endorsed  nonprofit  or  resident  council. 

Nonprofit  purchasers  have  made  substantial  investments  of  work  and 
money  into  keeping  these  units  permanently  affordable.   The  Trust,  for  example, 
represents  seven  nonprofit  and  resident  groups  who  intend  to  purchase  these 
properties.   The  Trust  and  our  clients  have  invested  literally  thousands  of  hours  in 
our  efforts  to  purchase  these  properties.   The  abrupt  elimination  of  the  program  will 
have  truly  profound  and  harmful  impacts  on  our  efforts  to  empower  residents  and 
save  communities. 

In  each  case  of  our  representation,  the  nonprofit  has  been  endorsed,  in 
writing,  by  the  residents  at  least  twice:  once  to  apply  for  a  grant  to  complete  the 
purchase  and  once  to  approve  the  bona  fide  offer  to  the  owner.   In  each  case,  at  least 
one  third  of  the  board  purchasing  the  property  will  be  comprised  of  residents.  This 
is  prima  facie  evidence  of  the  residents'  intent  to  not  only  stay  but  to  participate  in 
the  ownership  and  management  of  their  homes.    No  such  evidence  has  been,  nor 
could  be,  offered  that  these  residents  would  rather  have  a  voucher.   It  seems 
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manifestly  unjust  to  now  eviscerate  the  preservation  program  created  to  preserve 
these  properties. 

Section  220(d)(3)(B)  of  the  1990  Act  authorizes  a  capital  grant  for  priority 
purchasers  to  cover  acquisition,  rehabilitation  and  other  expenses  in  an  amount 
equal  to  the  Section  8  FMR  over  10  years  (or  for  a  longer  period,  if  necessary,  to 
cover  the  costs  identified  in  the  law  elsewhere).   In  that  sense,  capital  grant  is  only 
"new"  for  stay-in  owners  and  other  qualified  purchasers.    The  present  regulations 
and  law  thus  provide  a  transition  to  capital  grant  for  sales  to  resident  endorsed  and 
other  priority  purchasers. 

In  terms  of  cost  comparison  of  sales  vis  a  vis  refinances,  the  true  cost  to  the  federal 
government  of  a  sale  project  is  actually  much  less  than  a  refinance.   The  true  cost 
reflects  the  exit  taxes  paid  by  the  seller  to  the  U.S.  Treasury,  i.e.,  the  total  cost  of  the 
sale  would  be  reduced  by  the  exit  tax  on  Preservation  Equity  (cash  proceeds)  plus  the 
tax  on  the  negative  capital  account.    Assuming  the  original  development  cost  is 
approximately  $16,500,  the  exit  tax  would  be  $7,000  (.28  x  $25,000).  The  sale's  true 
cost  is  much  less  than  $20,900,  in  our  example,  $20,900-$7,000=$13,900.  ' 

Finally,  the  sale  to  nonprofit  organizations  assures  that  organizations  dedicated  to 
providing  affordable  housing,  maintains  a  community  asset  and  provides  the  best 
protection  for  both  residents  and  the  community. 

There  are,  however,  significant  capacity  issues  that  must  be  addressed  very 
quickly.  There  are  at  least  three  ways  to  address  this  issue: 

1)  The  technical  assistance  grants  in  the  current  preservation  legislation  are 

essential  for  LIHPRHA  transactions.  This  funding  must  be  continued. 

2)  Continue  to  fund  training  of  residents  in  these  properties  to  help  them 
sort  out  their  participation  in  the  preservation  of  their  own  homes. 


'Assumes  Dan  original  mortgage  of  $15,000,  and  land  and  reserves  of  $1500  2)  assumes  depreciation  of 
the  mortgage  to  zero,  3)  assumes  add-back  of  $4,000  to  negative  capital  account  for  amortization  of 
principal  ($15,000-ll,OOG-current  debt).     The  negative  capital  account  is  ($95001=  ($150O-$15,0O0 
+4,000)  The  seller  is  taxed  on  both  the  cash  proceeds  and  negative  capital  account  ($15,500  + 
9,500=$25,000)  at  rate  of  28%,  or  $7,000. 
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3)  As  Congress  decides  how  to  prioritize  funding  for  LIHPRHA  and 

simultaneously  resolves  the  amount  and  types  of  continued  subsidy  and 
financing  for  the  700,000  plus  other  units  within  the  Mark  to  Market 
universe,  and  as  owners  come  under  pressure  to  exit  their  investments,  it 
is  becoming  increasingly  dear  that  national  and  regional  nonprofit 
intermediaries  should  be  funded  to  1)  train  local  nonprofits  and  state 
housing  agencies  on  the  opportunities  presented  by  the  sale  of  this 
housing;  2)  act  as  a  last  resort  purchaser,  where  a  local  buyer  cannot  be 
identified,  of  well  maintained  LIHPRHA  or  Section  8  properties  that  serve 
as  an  anchor  in  many  neighborhoods;  3)  purchase  HUD  held  mortgages 
for  the  express  purpose  of  keeping  the  underlying  property  in  the 
affordable  housing  supply;  and  4)  work  v^th  financial  institutions  to  create 
financing  products  to  help  preserve  our  nation's  multifamily,  federally 
assisted  housing  stock.  These  institutions  can  be  newly  established  or 
modifications  of  existing  entities.  The  form  is  not  significant.  It  is 
important  that  Congress  seriously  consider  this  issue  at  the  same  time  it 
considers  UHPRPiA  and  Mark  to  Market  in  the  Spring  of  1996. 

Thank  you. 

Sincerely, 


Michael  Bodaken 
President 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  D'AMATO  FROM 
ALAN  CRAVITZ 

Market  Potential 

Q.  1  In  your  statement  you  present  the  preservation/prepayment  ramifications  of  projects 
in  the  Chicago  metropoUtan  area.  As  you  have  stated,  owners  will  prepay  both  desirable 
and  marginal  areas  due  to  various  factors  such  as  the  increase  in  market  rents  in  the  areas 
the  projects  are  located  and  the  desire  of  owners  to  relieve  themselves  of  the  HUD 
bureaucracy. 

•  Do  believe  that  these  case  studies  are  representative  of  the  entire  preservation- 
eligible  housing  portfolio? 

A.  1.  I  believe  that  the  case  studies  presented  in  my  testimony  are  certainly 
representative  of  projects  in  the  Chicago  area,  not  just  the  neighborhoods 
mentioned  in  the  case  studies.  I  have  no  reason  to  doubt  that  my  argument 
applies  to  a  large  number  of  cases  in  the  entire  preservation-eligible 
housmg  portfolio  since  the  factors  I  list  in  my  testimony  as  reasons  for 
owners  to  prepay  would  apply  to  most  of  the  inventory. 

•  How  many  projects  or  what  percentage  of  projects  in  the  preser\'ation  pipeline  are 
similar  to  the  Chicago  cases  cited  in  your  testimony? 

A.l.  I  cannot  specify  how  many  projects  or  what  percentage  of  projects  in  the 
pipeline  are  similar  to  the  Chicago  cases  where  the  value  as  market  rate 
housing  (or  condominium)  significantly  exceeds  the  current  HUD  loan 
balance.  However,  most  owners  (even  ith  lesser  values)  would  prepay 
their  current  HUD  loan  since  current  interest  rates  provide  a  very  favorable 
refinancing  option. 

Potential  Displacement  Under  Presen.'ation 

Q.2.  Under  the  "cap  grants"  proposal,  owners  would  have  the  right  to  prepay  or  apply 
for  incentives  under  a  capital  grant  or  loan,  which  would  preserve  housing  affordability 
for  50  years. 

Wliat  level  of  affordability  are  we  preserving  and  who  are  we  preserving  this 
housing  for' 

What  protections  should  be  provided  to  unassisted  low-income  residents  under 
either  scenario  to  minimize  displacement  and  hardship? 

A. 2.  Under  the  "cap  grants"  proposal  the  housing  will  be  retained  at  the  current 
level  of  affordability  for  low  and  moderate  income  elderly  and  family 
tenants  (i.e..  incomes  under  80%  of  the  median  income)  as  required  under 
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the  current  d(3)  BMIR  and  Zj6  regulations.  There  would  be  no  need  to 
provide  any  proiceiion  lo  unassisted  low  income  tenants  since  under  'cap 
grants"  tenants  would  be  allowed  to  stay  at  the  current  rent  levels. 

In  cases  where  owners  elected  to  prepay,  is  there  a  possibility  that  some  of  these 
projects  are  in  markets  where  vouchers  may  not  work? 

A.2.  In  my  oral  testimony.  I  stressed  my  belief  that  vouchers  may  not  work  in 
many  communities  where  owners  elect  to  prepay.  For  example,  according 
to  a  recent  newspaper  article  in  The  Chicago  Sun-Times.  44%  of  the 
voucher/certificate  holders  in  Cook  County  reside  in  six  very  poor  suburbs 
creating  new  pockets  of  poverty.  Vouchers  may  work  in  some  instances 
but  cannot  be  relied  upon  as  the  focus  of  the  nation's  housing  policy. 


Is  there  a  potential  that  scarce  affordable  housing  resources  in  tight  markets,  such 
as  New  York  City.  San  Francisco,  or  Salt  Lake  City,  may  be  lost  to  those  owners 
that  elect  to  prepay  their  mortgages? 


A.2.  The  supply  of  affordable  housing  in  tight  rental  markets  will  certainly  be 
negatively  impacted  as  owners  prepay:  however.  1  believe  prepayment  will 
impact  a  large  number  of  communities  in  the  country. 

Preserving  Needed  Housing 

Q.3.  Due  to  federal  budget  constraints,  it  is  critical  that  we  target  funds  as  effectively 
and  efficiently  as  possible.  Under  the  proposals  proposed  by  the  .Administration  and  the 
housing  industry,  preservation  eligibility  would  be  based  on  factors  such  as  the  amount 
of  equity  in  the  project  or  the  date  when  the  project  was  eligible  to  apply  for  incentives. 

Should  Congress  also  consider  whether  the  housing  is  needed  in  the  particular 
market  it  is  located  as  a  criterion?  In  other  words,  should  we  focus  on  preserving 
housing  that  is  located  in  areas  where  affordable  housing  is  scarce? 

How  effectively  does  the  current  "cap  grant"  proposal  target  preservation  resources 
to  those  properties  where  affordable  housing  is  most  needed? 

A.3  I  don't  believe  Congress  should  consider  whether  the  housing  is  needed  in 
the  particular  market  area  as  a  funding  criteria.  First  off.  it  is  hard  to 
imagine  areas  where  decent,  affordable  housing  is  not  scarce.  The  original 
LIHPRHA  program  attempted  to  introduce  such  a  criterion  for  eligibility, 
but  HUD  and  Congress  found  that  any  such  measure  was  too  subjective 
and.  instead,  allowed  the  appraisal  process  to  determine  if  a  project  siiould 
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qualify.    I  suggest  that  this  procedure  remain  the  measure  of  eligibility 
although  I  have  no  objection  to  establishing  a  minimum  equity  base. 

Section  8.  Interest  Reduction  Payments 

Q.4.  Most  preservation-eligible  projects  currently  receive  Section  8  Loan  Management 
Set  Aside  and  mortgage  interest  reduction  payments.  Based  on  a  HUD  Inspector  General 
audit  of  projects  that  had  submitted  or  approved  "plans  of  action",  most  projects  already 
have  either  90%  to  100%  Section  8  or  0%  to  9%  Section  8.  Under  LIHPRHA  and  the 
"cap  grant",  additional  subsidies  in  either  the  form  of  Section  8  or  a  capital  grant  or  loan 
are  provided  to  maintain  the  housing  as  affordable. 

•  In  cases  where  projects  already  are  fully  subsidized  with  Section  8  and  receive 
mortgage  interest  subsidies,  what  benefit  are  they  receiving  through  the  use  of  a 
"capital  grant"  or  "loan"? 

A. 4  It  is  important  to  remember  that  a  project's  eligibility  to  participate  in  "cap 
grant"  is  based  on  its  value  as  market  rate  housing.  If  a  project  fully 
subsidized  with  Section  8  is  shown  to  have  a  greater  value  as  market  rate 
housing  than  the  owner  would  prepay  this  loan  in  the  same  manner  as  a 
project  without  any  Section  8  subsidy.  The  benefit  is.  therefore,  the  same 
in  that  this  affordable  housing  project  will  be  maintained  in  the  inventory. 

•  If  one  assumes  that  Section  8  is  not  renewed,  what  potential  impact  will  this  have 
on  projects  that  participate  in  the  "cap  grant"  program  -  -  especially  those  that  are 
almost  fully  subsidized? 

A.4.  It  is  implied  in  these  questions  that  projects  with  Section  8  have  little  or 
no  value  beyond  the  Section  8  Contract.  If  this  is  the  case,  the  market 
driven  appraisal  will  establish  whether  such  a  project  qualifies  for 
incentives.  If  we  assume  Section  8  is  not  renewed,  then  such  projects, 
having  participated  in  the  "cap  grant"  program,  will  remain  as  a  affordable 
housing  resource.  If  we  are  saying  that  such  projects  cannot  attract  tenants 
willing  to  pay  any  rent  without  Section  8  then  such  project  has  little  or  no 
value  and  the  owner  would  be  ineligible  to  participate  in  the  program. 

•  Is  it  accurate  to  say  that  without  Section  8  Loan  Management  Set  Aside  that  the 
preservation  of  projects  with  capital  grants  by  itself  does  not  preserve  affordable 
housing  for  low-  and  very  low-income  families?  (And  if  this  is  the  case,  what  are 
we  buying  with  "cap  grants"?) 

A. 4.  If  Section  8  Loan  Management  Set-.'\side  is  not  renewed  the  property  is 
still  being  preserved  as  affordable  for  low  and  very-low  income  tenants 
since  the  income  requirements  under  the  221(d)j  BMIR  or  Section  236 
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programs  would  still  be  maintained.  What  we  are  buying  with  "cap  grant" 
is  continued  affordability  under  the  (d)3  and  236  programs  which  was  the 
original  intent  of  LIHPRHA.  The  introduction  of  Section  8  is  not  a 
relevant  issue  in  the  contexts  of  this  new  preservation  program. 

Budget  Constraints 

Q.5.  HUD  estimates  that  approximately  S700  million  would  be  required  to  fund  all  of 
the  preservation  pipeline  projects  that  have  an  approved  "plan  of  action".  However, 
budget  constraints  make  it  unlikely  that  such  a  level  of  funds  will  be  available. 

•  If.  for  example,  only  half  of  the  S700  million  is  available  in  fiscal  1996.  what 
should  the  preservation  funding  priorities  be  for  the  Congress? 

•  In  general,  how  should  Congress  establish  preservation  priorities  in  a  restrictive 
budget  climate? 

5 A.  If  less  than  $700  million  is  available  in  fiscal  1996.  Congress  should 
establish  funding  priorities  based  on  some  objective  measure,  such  as  date 
of  approval  of  the  Plan  of  Action.  It  would  be  unfair  to  owners  (and  to 
many  tenants)  to  prioritize  "sales"  versus  "stay-in"  owners  as  many  have 
advocated. 
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Congre^^  of  tije  W.nitth  B>tatti 

^ou^e  of  3R.epr£^entatit]E^ 
3aast)ing:ton.  SC  20515 
September   22,    1995 

The   Honorable   Alfonse  M.    D'Amato 

Chairman 

Committee  on  Banking,  Housing 

and  Urban  Affairs 
520  Senate  Hart  Office  Building 
Washington,  DC  20510 

Dear  Mr.  Chairman: 

We  are  writing  to  urge  you  to  preserve  the  benefits  currently 
°-"<^^^^^'^^  under  the  Lev  Income  Mousing  Prassrvaticn  and  Residenc 
Homeownership  Act  of  1990  (LIHPRHA)  for  properties  in  the  New  York 
City  metropolitan  area  that  have  been  denied  such  benefits  as  a 
result  of  a  2-1/2  year  dispute  with  HUD  over  the  proper 
interpretation  of  New  York's  Re'nt  Stabilization  Law  (RSL)  .  This 
dispute,  which  was  recently  resolved  in  favor  of  the  property 
owners,  ^  prevented  the  owners  of  at  least  13  area  properties'", 
containing  about  2300  housing  units,  from  accessing  a  program  that 
has  been  successfully  utilized  to  preserve  many  other  proper-cies 
across  the  country. 

As  a  result  of  economic  incenrives  provided  by  the  federal 
government  in  the  1960s  and  '70s,  thousands  of  multi-family  housing 
developments  for  low  to  moderate-income  families  and  the  elderly 
were  built  by  private  developers.  Acceptance  of  these  economic 
incentives  subjected  property  owners  to '  a  number  of  HUD-imposed 
restrictions,  including  limitations  on  profits.  Under  the 
contractual  terms  of  these  programs,  property  owners  were  permitted 
to  prepay  their  mortgage  debt  and/ or  terminate  other  federal 
assistance  after  20  years  of  operation  and  convert  their  properties 
to  more  profitable  use. 

In  the  late  1980' s  Congress  recognized  that  hundreds  of 
thousands  of  units  of  viable  low-income  housing  were  becoming 
eligible  for  conversion  and  could  be  lost  to  the  country.  As  a 
result,  legislation  was  adopted  in  1937  (ELIPKA)  and  modified  and 
extended  in  the  1989  HUD  Reform  Act  which  effectively  prevented 
such  prepayment  or  termination  and  conversion. 

The  adoption  of  LIHPFJ-LA  in  1S90  was  i.ntended  to  provide  a 
series  of  concrete  econcmic  alternatives  sufficient  to  fairly 
compensate  owners  for  being  deprived  of  t.'^.eir  contractual  right  to 
realize  t.he  value  of  their  properties,  while  preserving  t.he 
properties  for  t.heir  i.nte.nded  beneficiaries.  Unfortunately,  when 
the  owners  of  eligible  properties  in  Mew  York,  that  would  be 
subject  to  Mew  York's  RSL  absent  federal  regulation,  applied  to 
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HUD  for  LIHPRHA  benefits,  HUD  disputed  the  owner's  interpretation 
of  New  York  law.  As  a  result,  appraisals  of  the  properties'  values 
could  not  be  completed  and  processing  was  suspended. 

In  May  1995,  2-1/2  years  after  many  of  the  owners  filed  for 
LIHPRHA  benefits,  HUD  conceded  that  the  owners'  interpretation  of 
the  law  was  substantially  correct.  By  this  time,  the  LIHPRHA 
program  had  been  suspended  pending  its  re-design  by  the  House  and 
Senate  Banking  Committees. 

We  believe  that  the  New  York  area  property  owners  whose 
LIHPRHA  appraisals  have  been  unfairly  and  incorrectly  rejected  or 
delayed  by  HUD,  and  who  would  otherwise  have  long  since  received 
their  LIHPRHA  benefits,  should  be  made  whole  under  the  sane  program 
that  has  been  available  to  preserve  low-income  properties  in  the 
rest  of  the  country  since  1990.  This  is  a  matter  both  of  equity  to 
the  New  York  property  owners  and  preserving  the  availability  of 
housing  for  over  2000  low-income  families. 

Thank  you  for  your  attention  to  this  important  New  York 
problem.  We  look  forward  to  working  with  you  in  arriving  at  a  fair 
solution  for  the  property  owners  and  residents. 

Sincerely, 


Eliot  L.  Engel    ' 
Member  of  Congress 


g.  Oe^j-^- 


Chiwr'les    E.    Sc."umer 
Member   of   Ccncress 
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CUix. 


Susan  Molinari 
Member  of  Congress 


Thomas 

Member  of  Congress 


:lphus  Towns 
T-!ember  of  Congress 
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Benjamin  A.  Gilman 
Member  of  Congress 


Flcyd  VP.    Flake 
Member  of  Congress, 


i]or  R. 
lember  of  Congress 


rose^.  Serrano 
'Merii^r  of  Congress 
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